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PROSPECTUS

GAF Corporation --g3qmws }

b 650,000 Shares ‘\f::.f:... orecs 08

Commuon Stock Fens ]
(Par Value $1 Per Share) (

Plan for the Sale of Restricted and Unrestricted Common Stock to Employees Wha Perform Executive,
Administrative or Supervisory Functions (the “Stock Purchase Plan”).

,,Kﬂ \ 0 ‘

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURIT{ES AND EXCHANGCE COMMISSION NOR HAS TIIE COMMISSION
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY 1S A CRIMINAL OFFENSE.

ey

GAF Corporation (the “Company”) is offering by this Prospectus a maximum of 650,000 shares
of its Common Stock to those key employees of the Company and its subsidiaries who may from time
to time be designated as eligible to purchase shares plrsuant to the Stock Purchase Plan of the Com-
pany described. in this Prospectus. This offer is made at the price and on the terms and conditions

“contained in a letter agreement which will be entered into by the Company and the offerce at the
time an offer is made. The Common Stock of the Company is listed on the New York Stock Exchange.
The price of shares issued as “Restricted Shares” must be aljleast 50%, and theprice of shares issued
as “Unrestricted Shares” must be at least 80%, of the closijig price of the Company’s Common Stock "
on the New York Stock Exchange on the last trading day \]p’n which such stock was traded preceding
the date on which an employee is designzted as one to whom such shares may be offered for sale.

See “Description of Stock Purchase Plan.” i

The last reported sale price of the Common Stock ém the Consolidated Tape Network A on
November 30, 1976 was $12.125 per share. =~ \

This Prospectus is also applicable to any resale or offer of shares covered by the Plan by any
purchaser or his transferee if it might be deemed, the Company not so conceding, that such purchaser

_ or transferce may be an underwriter, as defined in the Securities Act of 1933, with respect to such
- shares and if he might effectuate any sale of such shares in circumstances requiring the delivery of a
 prospectus. Any broker or dealer pariitipating in any such distribution may be deemed to be an

underwriter within the meaning of suciAct;, ‘ . .
_ If any of the shares covered by the Plan are reacquired by the Company from purchasers pursuant
to the Plan, this Prospectus is also applicable to any offer or sale of such shares to the public by the
Company on the New York Stock Excharige at then current market prices.
The shares to which this Prospectus relates have been approved for listing on the New York
Stock Exchange, subject to official notice of issuance to the extent not already issued.

No person has been authorized by the Company to _give any information or to make any repre-
sentations not contained in this Prospectus, and, if given or made, such information or representations
must not be relied upon as having been so authorized. This Prospectus does not constitute an offer. of
Common Stock in any State or other jurisdiction to any person to- whom it is unlawful to make such
offer in such State or other jurisdiction. o ' \

The date of this Prospectus is December 29, 1976.
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The Company has filed with the Securities and Exchange Commission, Washington, D.C, 20549
a Registration Statement under the Securities Act of 1933 covering the shares of Common Stock to
which this Prospectus relates. This Prospectus does not contain all the information set forth in the
Registration Statement, certain portions of which have been omitted pursuant to the rules and regula-
tions of the Securities and Exchange Commission, The information so omitted may be obtained in the
Commission’s principal office at 500 North Capitol Street, N.W., Washington, D.C. upon payment of
the fees prescribed by the Commission.
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of the Exchange, 20 Broad Street, New York, New. York 10005,

tained in this Prospectus as to the contents of any
and in each instance reference is made to the copy of the document
tion Statement, each such statement being qualified in all respects by this reference.

.

The Company is subject to the informational requirements of the Securities Exchange Act of 1934
and in accordance therewith files reports and other information with the
Commission. Information concerning its directors and officers,

. to them, its principal holders of securities, and any material int
with it, as of particulardates, is set forth in proxy statements distributed to its stockholders and fled
with the Commission. Such reports, proxy statements and other information can bhe inspected at the
Commission’s principal office in Washington, D.C,, and copies of such material can be obtained from
the Commission at prescribed rates. The Company’s Common Stock is listed on the New York Stock
Exchange, and reports, proxy material and othier information concernin

Securities and Exchange
their remuneration and options granted
erests of any such persons in transactions

g the Company also can be

Except where otherwise indicated, this Prospectus speaks as of its date of issue. Statements con-
document referred to are not necessarily complete,
Bled-as an exhibit to the Registra- A
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GENERAL

The Company was incorporated in Delaware in 1929 as American LG. Chemical Corporation and
changed its name to General Aniline & Film Corporation in 1938 and to GAF Corporation in 1968.
Teferences to the Company, unless the context otherwise requires, include GAF Corporation and its
consolidated subsidiaries.

In 1942 over 9094 of the Company’s then outstanding stock was vested by the Federal Government
in the Alien Property Custodian under the Trading with the Enemy Act. After recapitalization of the
Company in 1964, the stock owned by the Federal Government was sold in a public offering in
March 1985.

Since 1965, the Company has made a number of acquisitions pursuant to which it became engaged
in the manufacturing, mining, distributing and selling of various building materials, resilient flooring
and industrial products and expanded the scope of its traditional chemical, photographic products and
reprographic business systems operations.

TR T R T

The principal exccutive offices of the Company are located st 145 West 51st Street, New York, New
York 10020, telephone number (212) 582-7600. i .

AR
USE OF PROCEEDS.. / i

The net proceeds from the sale by the Compéhy ' time to time, of the-shares of Common
Stock covered by this Prospectus will be added to the géneral funds of the Company.
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME
The following five-year Consolidated Statement of Income has been examined by Haskins & Sells, inde-
pendent certified public sccountants, whose opinion with respect thereto appears elsewhere in this Prospec-

tus. This statement should he read in conjunction with the other consolidated fnancial statements and the
notes thereto included elsewhere in this Prospectus,

Year Ended December 31,
1975 1974 1973 1972 1971

(Note B)  (Note B)
Dollars in Thousands Except Per Share Amounts

Net Sales (Note E) ...................ooin.. $064,421 $048809  $848,886  $768,460  $683,762 :
Costs and Expenses: :
Costs of products sold (Notes C, Dand E) ......... 691,104 672,930 592,999 535,395 477,236 :
Distribution and selling (Note E) ..., .. 134,255 129,686 121,741 110,143 98,008 ;

Advertising ...... 18,409 19,378 18,201 16,697 14,208

esearctrand developinent (Nota 1)~ 8272 15,011 13,865 13,656 12177
Administrative and general .. ....... .,

45,823 44,216 38,735 34,446 31,192

Interest (Note F) ...........0ocovvnnninnnn... 16,555 16,792 12,068 10,237 10,359
Operating loss of discontinued operations (Note E) . . — - — — 4,343
Total Costs and Expenses ................... 921218 898,013 797,609 720,574 847,523
Other Income (Charges):
Gain on sale of technology and know-how (Note A) . 4,000 -_ —_ — —
Office relocation expenses (Note G) .............. (859) {5,045) {261) — —_
‘Gain on reacquisition of 5% convertible notes .. ... . —_ 5,523 6,359 — -
Phase-out of Linden dyestuff and pigment operations ' )
(Note HY ......iiiiiiu i — — (5,942) — —
Other income (charges) — net (Note I) .......... (35) (1,721) 4,17 2,463 1,403
Total Other Income (Charges) — Net........ 3,308 {1,243) 4,327 2,463 1,403
Income Before Income Taxes and Extraordinary Items . . . 46,509 49,553 55,604 50,349 37,642
Income Taxes{Notes J, Land 5) ............. 15,583 21,036 23,785 22,643 15735
Income Before Extraordinary ftems (Note H) ... 30,946 28,517 31,819 - 27,706 21,807
Extraordinary Items (Note E) . o — — — (8,433)

Net Income .................

o $30946- 8 28517  $31819 $27,706 § 13474
Earnings Applicable to Common Stock: '

Net income ...... A o $30946  $9851Y  $31818 §27,706 . § 13474
Less preferred stock dividend h . 3,835 3,705 3,726 3,759 3,802 g
Earnings applicable to common stock ............. $ 27,311 324812 $ 98,093 M
Primary Earnings per Common Share (Note 1): :
Income before extraordinary items ................ $2.08 $184 1 $2.08
Extraordinary items : = = . =
Net income .........ocoiiiiiii . §208 $1.84 $2.068
Fully Diluted Earnings per Common Share (Note 1):
Income before extraordinary items $1.62 = $1.74
Extraordinary items ....,.............. .. — C—
Net income .........ocveii i i $1.62 $1.74
Cash Dividends Declared: T
Per preferred share ..................... $120
Per common share .................. ... 6 $ 42 7
Weighted A Number of Shares of Common Stock :
g&mdimﬁ: thnuun.:ands) ............ m" ..... 13,518 13,631 ' 13,687 13,609

° Figure omitted because not dilutive.

Numerical note references are to Notes to Consolidateé' Financial Statements included elsewhere in this
Prospectus. : ] ‘

(Notes to Consolidated Statement of lnc'c:'ﬁne are on the following pagm\f:}
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES T0O CONSOLIDATED STATEMENT OF INCOME

Note A:

During 1975 the Company and Chemische Werke Hiils, A.G. (“Hiils™), a West German company,
formed a joint venture (GAF/Hiils Chemie Gmb.H.) to construct and operate a butanediol manu-
facturing plant in West Germany. The joint venture is owned cqually by the Company and Hiils. The
investment is included in Other investments and advances and has been accounted for by the equity
method.

In the second quarter of 1975, the Company sold certain technology and know-how to the joint
venture resulting in a gain of $4,000,000 after elimination eatrics. This gain is not subject to US.
income tax.

Note B:

The Financial Accounting Standards Board recently issued a Statement on accounting for the
translation of foreign currency. The principal provisions of the Statement, as applied to the Company,
require that exchange gains or losses be included in net income and that inventories be translated at
historical rates. During the fourth quarter of 1975, the Company revised its previous policy (net trans-
lation gains were deferred and inventories were translated at current rates) to adopt the provisions of

the new Statement. Previously reported financial statements for 1974 and 1973 have been restated

accordingly. The effect on years prior to 1673 is not significant. ;

The effect of the change on net income for 1975 was an increase of $1,711,000 ($.13 per share—
primary; $.10 per share— fully diluted). Previously reported net income for 1974 has been reduced
by $3,976,000 ($.29 per share — primary; $.22 per share — fully diluted ). Previously reported net income

for 1973 has been increased by $2,S9§.000 (821 per share — primary; $.16 per share — fillly diluted).

. After tax foreign exchange gains (losses) are included in income before extraordinary items as
follows: . ‘

E . o Amount

1975 $(1,257,000)
1974 ... (1,612,000}
1973 1,830,000
1972 (447,000

An after tax gain of $892,000 was treated as an extraordinary credit in 1971 (Note E).

Note C: - . y
Effective with the year ended December 31, 1074, the Company changed its method of accounting
for dyestuffs and pigments inventories from the average cost method. to the last-in, first-out (LIFO)
method. The change to the LIFO method was made because management believes that the LIFO
method more realistically matches current costs with current revenues. ‘The effect of the change was
‘. to reduce the inventory at December 31, 1974 by $3852,000 and net income for the year then ended
by $1,786,000 ($.13 per share — primary; $.10 per share — fully dilated ). There is no effect from the
change on periods prior to 1974 since the December 31, 1973 inventory as previously reported was the
opening inventory under the LIFO method. The current cost for these inventories, determined on an
average cost basis, exceeded their LIFO valuation by $4,712000 and $3852,000 at- December- 31,
1975 and 1974, respectively. ) . : SEEN : F
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIFS
NOTES TO CONSOLIDATED STATEMENT OF INCOME — (Continusd)

Note D:

The following inyentory amounts were used in computing cost of products sold:

December 31,
Wi wnt wwe b mn
Dollars in Thousands
Finished goods ................... $106,180 $105,647 $ 86,725 $ 86,871  § 76,405 $ 73,203
Work in process .................. 46,329 43,948 36,694 36,359 33,368 33,755
Raw materials and supplies ........ 78,432 99,865 59,449 48,280 44,631 39,948
Total ................... $230,941 $§249,460 $182,868 $171,510  $156,404 $146,906
k ° Restated — See Note B,
o .
\ Note E: ‘ \
E:}traordinary credits (charges) consist of the following (see Note H):.
; Year ended December 31, 1971: '
ﬁ Provision for estimated loss on disposal of certain plant facilities and related costs, less estimated
H reduction of state and local income taxes of $477,000 .................. ... ......... $(18,075,000)
Less estimated credits (provision) for United States income taxes and investment tax credit:
1 T e ereniend e 716,000
L E 0 Defemed e e 8570,000
: Excess of investment tax credit recap over ized deferred tax credit :
& of $804,000 (13,000)
Total ‘ 9,273,000
Estimated net loss ............ (9,702,000)
Other ftems — net (principally reversal of the excess portion of the 1969 provision for loss on
i disposal of facilities) . .... L 277,000
Total i e . (9,425,000)
N : Net gain on tmnslat{on of foreign currencies (Notes Band 1) ... e . 992,000
T : Total Lo i $ (8433,000)

Consolidated Statement of Income.

The Company's chlorine-caustic operations were discontinued in September 1971, the ethylene
oxide and CAvrsire® operations were. discontinued in . No
L facilities were disposed of in 1972, The estimated net loss
d of these facilities and an unused quarry, less<4 gain on the 1971 sale'of certain woodlands, amounted
: t0-$9,702,000 as shown in the above summary. The sale of the facilities in 1972 resulted in'a loss which
was $20,000 greater than anticipated. This $20,000 is included in .costs and expefises in the 1972

vember 1971, and the related production
and related costs resulting from the disposal

X
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATFD STATEMENT OF INCOME — (Continued)

Note E: — (Continued)

The following is a summary of the operating loss (see (a) below) of the discontinued opcrations:

Year Ended
December 31,
1871
Dollars in Thousands

Net Sales ..ot e e $15,266
Cost of Products Sold . ........ ... i .. 18,051
Directly Related Expenses 1,558
Total ............... 19,609
Operating Loss(a) 34,343

(a) The Company reports its operations on the basis of responsibility accounting, whereby the
various lines of business are measured after the assignment of only those items of income and expense
for which edch line of business is directly responsible. Accordingly, the operating loss as shown above
is before the allocation of interest expense, the cost of certain functions that serve more than one line
of business, miscellaneous expense and income items, and income tax effect.

Note F:
Interest is summarized as follows:
Year Ended December 31,

1973 1874 1973 ez w1
Dollars in Thousands
Interest on Long-Term Debt ... - i ieaeeent “r $13,408 - $9208  $87T- $ 7718 $8218
Amortization of Debt Discount e 198 ¢ 184 68 . 42 43
Othier Tnterest ... .. ... iivuensenereinanes 2949 7332 3254 2477 © 2,008
Total . oivnenn et e $16,555 $16792  $12068  $10237  $10,359

Note G:

During 1974, the Company relocated certain staff and administrative activities from its New York
City offices to a new facility in Wayne, New Jersey. A reserve was established for costs anticipated to
be incured: The activity in the reserve has been as follows: :

Original estimated reserve: ’ . .

Present value of lease commitments in abandoried facility (less estimated sublease income) to be
paid through March, 1983 ............ U SO DUDD U, Cieeeeeriias $3,000,000
Estimated employ Jocation costs charged to income in first quarter; 1974 . ....... [OUUSURIPRN © 1,050,000
Provision for write-off of leasehold improvements ..., .5 PR Celivi e teasias Slleeed . . .383,000
. - N ' ' 4,433,000
- Estimated employ locati eostschugedtqinoomeinsecondquéﬂer,lm4 ‘ 1,050,000
Odginnlesﬁmatedmloaﬁanmsewe...........;..‘ ........... P TERIE R PR - 5,483,000

\
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF INCOME — {Continued )
Note G: — (Continued)
Balsnce from prior page

During the fourth quarter of 1974 the reserve was reduced as a result of the decision to continue wutiliza-
tion of a portion of the abandoned facility:

Present value of lease commitments ... . . ... ... ... . S $(401,000)
Leasehold improvements .

................................................ (37,000) _(438000)

............................................. 5,045.000
The reserve was reduced during 1974 for actual charges resulting from: '
Present valuc of rental payments (less sublease income) . ... ... ... .. .. . {198,000)
Employee relocation costs ... ... L (1,840,000)
| Write-off of leasehold improvements .................................. . . (346,000) .
Reserve balance at December 31, 1974 ................... ... 2,661,600
n The reserve was reduced during 1975 for actual charges resulting from: L
o Present value of rental payments (less sublease income) $(658,000)
Employee relocation costs ... .., ..................... (980,000)

.................. (148,000) (896,000)

Provision for revised esti of sublease income .......... ... 659,600
Reserve balance at DDecember 31, 1075 ................o.. i $2,424,000
& Note H: ‘
& . During 1673, the Company curtailed the dyestuff and pigment operations at its Linden, New
< Jersey plant, resulting in a charge to income of $5,942,000, including a write-off of $4,992,000 of plant
¥ and equipment. Also during 1973, foreign exchinge gains of $1,830,000 were realized, principally
et - as a result of the “devaluation” of the U. §. dollar, } !

The above items were included in Other Income (Charges) in the Consolidated Statement of
o Income for 1973, in accordance with Opinion No. 30 issued by the Accounting Principles Board during
o0 E 1973. In 1971, similar items were presented as Fxtraordinary Items in conformity with then generally
< ; .~ accepted accounting principles. Had Opinion No. 30 been in effect in 1971, Net Income for that year
would have been the same, hut Income Before Extraordinary Items would have been decreased by
- approximately $8,433,000 ($.62 per share — primary ). ' ) .

B Note I: . S N
' The Company changed in 1971 to the equity method of accounting for an investment in a 49%-
owned company, Chemical Developments of Canada, Limited {CDCL). The Company's equity in
- the earnings of CDCL, included in other income, amounted to $533,000, $610,000, $191,000, $240,000
s % - and $146,000 for the years ended November 30, 1975,.1974, 1973 and 1972 and the eleven months .
LN B ended November 30, 1971, respectively.
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED STATEMENT OF INCOME — (Continued)
Note J:

The provision for income taxes consists of the following:

Year Ended December 31,

W W ww wz o Wn
Dollars in Thousands
SEAE . i 1933 $2212 $2559 $2144 § 500
United States — carrent .. ........ ... 10,558 15,692 13,789 14,057 10,167
United States — deferred .. ... . ... AU 2923 (755) 4,443 6,023 4,531
United States invostment tax credit . ... ... ... (2,925) (1,448)  (1,399) {1,581y (1,139
" Amiortizalion of “déferred “United Statas tax -

credit arising prior to 1971 .... (573) (591) (501) (608) (889)
Foreign .............. s 3,641 5,920 4,984 2,548 2,356

Total Income Taxes ........ ...ooonvinisns $15563 321,036 - $23,785  §22.643  $15735

* Restated —- Sec Note B.
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MANAGEMENTS DISCUSSION AND ANALYSIS OF THE
CONSOLIDATED STATEMENT OF INCOME

1975 Compared with 1974

Consolidated sales increased $15.6 million {2€2) in 1975 Building Materials Gronp and Photo
& Repro Group product sales increused 8117 mitlion (36} and $5.9 miliion (29¢), respectively, The
Increases resulted from higher prices on most major product lines pattially offsct by generally Jower unit
sales volumes.

Higher Building Muterials Croup sales were principally due to strong demand in the U, veroofing
market. Increased Photo & Repro Group sales were largely the result of price increases and domestic
grap}}ic arts and printExpress® sales gains, Chemical Group_sales decreased $2.0_miillion (1) teo

235.1 million, reflecting depressed cconomic  activity worldwide. Volumes declined for Gomustic
felt and acetylene chemical products, more than offsetting significant sales gains in agriculturol chemical
products. i

Costs of products sold for 1975 increased $18.2 million (3¢5 ) primarily as a result of inflationary
cost increases in all operating groups for most major raw materials, labor and plant operating costs,

Profits from hoth Chemica! Group and Photo & Repro Group products were lower in 1975 than in
1974, reflecting lower unit sales and increased costs.

Total Other Income-Net of $3.3 million was $4.5 million better than last year due in part to a lower
expense in other income (charges) — net of $1.7 million which resulted from the favorable change in
recorded foreign translation gains (losses) (after restatement — see Note B) and lower royalty expenses,
partially offset by the nonrecurring profit in 1974 of $1.4 millioa realized on the sale of three properties.
Ia 1975 a nontaxable gain of $4.0 million was realized on the sale of technolegy and know-how to
the GAF/Hiils Chemie C.m.b.H. joint venture, In 1975 office relocation expenses of $0.7 million were
charged against income for costs associated with the 1974 move of certain administrative activities to
Wayne, New Jersey. A similar provision of $5.0 million in connection with such relocation was nade
in 1974. v

Provision for 1975 income taxes decreased $5.5 million (26%) due to a pre-tax income decline of
$3.0 million (6%) and an 89 p tage point d in the effective tax rate due primarily to the
above noted $4.0 million nontaxable gain, larger iavestment tax credits and greater benefits from
exporting activities,

The effects of the accounting change for foreign translation gains (losses) (see Note B), as restated,
in the Consolidated Statement of Income for the years 1975, 1974 and 1973 are as follows:

Dollars in Millions
1075 Coase  19%  Chanee 1973

Income Before Income Taxes and Extraor-

dinary Items $35 $100 - §(65) $(101)  $38
Income Taxes _(18)  (43) _25 32 {07}
Net Income .........., [ $17 387 E__(‘i_g) $ _(___6;9) $29

The effect for 1972 a;xd earlier was immaterial,

PSS P 3
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1974 Compared with 1973

Consolidated sales for 1974 improved $99.9 million (129%) over 1973, Price controls, in effect dur-
ing the early months of 1974, delayed pass-through of inflationary cost increases in the Building
Materials Group and the Chemical Group. On balance, price increases more than compensated for
generally lower unit sales volumes (influenced by raw materials shortages) and were the principal
contributor to improved sales results. The Photo & Repro Group, however, was unable to adequately
recover increases in the costs of photographic products.

Costs of products sold for 1974 increased $79.9 million (13%) from 1973, primarily as a result of
inflationary cost increases in all operating groups for most major raw materials, labor and plant operat-
ing costs. Furthermore, raw material shortages in early 1974, the abrupt fourth quarter downturn in
the economy, and cutbacks in production to reduce inventory levels, made it virtually impossible to
keep manufacturing operations fully occupied, thereby having an unfavorable effect on profits. The
increase was also attributable to the Company’s adoption of LIFO accounting for dyestuffs and
pigments inventories at its Rensselaer, New York plant. .

Administrative and general expenses increased $5.5 million (14%) in 1974 compared with 1973
as a result of higher staff operating expenses, including increased legal costs ($14 million) and gen-
erally higher administrative costs consistent with inflationary trends.

Interest expense for 1974 increased $4.7 million (39%) over 1973, as a result of record 1574 rates

of interest-and higher average levels.of short-term borrowings.

Total Other Charges — Net for 1974 of $1.2 million compares with $4.3 million of income in 1973,

due in part to the unfavorable change of $5.9 million in other charges — net, which resulted primarily
" from the fuctuations in recorded foreign translation gains (losses), as restated. A $5.5 million profit
was realized in 1974 on the repurchase of 5% convertible subordinated notes in comparison with a
similar profit of $6.4 million in 1973, During 1973 the Company curtailed its Linden, New Jersey
yestuffs and pigments operations, resulting in a charge to income of §5.9 million. - :

Provision for income taxes i 1974 declined $2.7 million (12%) based upon the reduced level of
income, ) : :

Maintenance and repair cost in 1974 increased $5.3 million (15%). primarily as a result of the
effects of double digit inflation in 1974 on the cost of upkeep of Company operations. -

G-I_EPA0020134



NINE MONTHS (UNAUDITED) CONSOLIDATED FINANCIAL STATEMENTS

All adjustments necessary to a fair statement of the results for the nine months ended October
3, 1976 and September 28, 1975 have been included. All such adjustments are of a normal recurring

nature.
GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES :
(UNAUDITED) CONSOLIDATED STATEMENT OF INCOME :
Nine Months Ended October 3, 1076 and September 28, 1975
Nine Months Ended ;
{Dollars in Thousands i
Except Per Share Amounts) i
Oci%l%r 3, Scplelmg’l;ser 28,
(Noteb) ‘;
Net 8806S +..uivie it et $812,300 $711,308
Costs and Expenses: :
: Costs of produets 500 ... ...ttt e e e 594,238 509,181 i
7 “Distribiition and selling ... T T I 110,602 798,642
i Advertising 14,606 13,011
Research and development 12,811 11,303
: Administrative and general .................... i 36,085 - 34,327
- IOMERESE ettt e e e e e e e eereratea 11,929 12,865
' Total Costs and Exponses ..o ooniines P 780,361 679,320
Other Income: ‘ -
g i Gain on sale of technology and know-how (notea) ...........co...i. f— S 4,000
; Other—met .......coovvuniinerniaiiniinnn. 639 L 3,580
] o _ Total Other Income —net ... . . 639 7,580
Income Before Income Taxes ......... ’ 3578 . 39559
Income Taxes ..... . 13711 - 1358t
] - Net Income .......iiiiiiiiiiiiiii DU 18,867 25872
" Less preferred stock dividend requirements ‘ 9,727 . 2,728
L Earnings applicable to common stock .. ............c0coiiviarnen, $ 16140 $ 23,246
: F Earnings per common share: ‘
: TPHIIAIY 1o e 121 176
Fully diltted il e 8.0 $L51
Cash Dividends Declared: S S o
Perpreferxedshare.......................‘.........., ...... e ‘ $.90 §.90
Per common share .. .... F D ST E @
Weighted Average Number of Common Shares Outstanding (in thousands) .. @ _1_3_,2__;22-
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

(UNAUDITED) CONSOLIDATED BALANCE SHEET

ASSETS
October 3, September 28,
1976 1975
{Noteb)
(Dollars in Thousands)
Current Assets
[ NP D N R $ 23,909 $ 24,899
Accounts receivable — less allowance for doubtful accounts — 1976, $8,234,000; :
1975, SETOL000 .. ..ovoee it e 196,840 188,555 3
Inventories b
Finished g00ds ... .oooioeriiiie e 111,817 102,198 : *
WOrk i PIOCESS « . o'onr o vvvon e e 51,779 50,162 -
Raw materials and supplies 85,998 73,885 4
Total Inventories 249,504 226,245
Prepridl €XDENSCS . ... ...\ voioine e 7,828 6,739
Total CUrFent ASSELS ... ... ovvnvervmeniaea e 477971 446,438 4
Property, Plant and Equipment ... ..o ovooeen i 433,446 406,206
Less Accumulated Depreciation ... .....voviierveeoi i 177,838 166,660 :
Property, Plant and Equipment == net . . ......ooooo i 255,608 239,548
Cost in_ Excess_of Net Assets Acquired 34,737 34,056 p
OUHEr ASSELS v vvsnesseeneeennneoneenannnnne i ie oot S - B L. ;
TOTAL ASSETS ..ot et e nneens P - §784,909 $736,822
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities : :
Notes and accounts payable .. .......iovornseeieiii i $143,031 . $81.388
Current portion of long-termdebt .......... ..o e 2,302 : 7,186
Accrued linbilities ' g 45,117 . 48,383 .
United States and foreign income taxes .......... s 10,784 12,129 )
Total Cuarrent Liabilities ................. 202,204 149,038
Long-Term Debt less Current Portion 146,318 _17.932
Deferred Taxes and Other Liabilities : 46,544 40,253
" Stockholders’ Equity : ) )
Preferred stock at assigned value of $1.25 per shnre ..... T U - 3,882 3,882
Commion stock at $1 par value ...o.....vncaes P SO P 13,771 13,764
Additional paid-in capital 53,404 53,016
Retained earnings ......... s e 323,897 311,202
©Total i : 395,44 381,884
Less stock held in treasury, at cost: - :
Preferred — 1976, 76,400 shares; 1975, 76 400 shnres .................. 832 932
" Common— 1976, 534,009 shares; 1975, 525040 shares .. ............. - 4,367 4,351
Total Stockholders EQUIEY « e iiennorsnmestonmerassentne i 380,845 376,601
i TOTAL LIABILITIES AND STOCKHOLDERS EQUITY " $784,809 $736,822 -

See Notes to (Unaudxted) Consohdated Financial Statements.
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GAF CORPORATION AND CONSOLIPATED SUBSIDIARIES

(UNAUDITED) CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

Nine Months FEnded

October September
3, 1976 38,1975

{Note b)
(Dollars in Thousands)
Funds Provided
From Operations
Net income $ 18,867 $ 25,972
19,874 18,550
T 4,115 352
42,8568 48,047 i
77,458 499
91 580 :
120,405 49,126
Funds Applied
Additions-to- Property, Plant-& Equipment ~ 7777 77T T e 32,819 27,773
Cash dividends. ........ serieeans D O T 8416 7,878
Reductions in Long-Term Debt .oovone 70,396 10,037
Investment in Joint Venture Company ..............cc.couuuenins ino.o.. —_ 8,549 . o
ORE ..ol et e e 835 780 T
: 56017 |- o
§ (6,891)

See Notes to (Unaudited) Consolidated Financial Statements,
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO (UNAUDITED) CONSOLIDATED FINANCIAL STATEMENTS

All adjustments necessary to a fair statement of the results for the nine months ended October 3,
1976 and September 28, 1975 have been included. All such adjustments are of a normal recurring
nature.

Note a: During 1975 the Company and Chemische Werke Hiils, A.G. (“Hils"), a West German
company, formed a joint venture (GAF/Hiils Chemie G.mb.L) to constrect and operate a butanediol N
manufacturing plant in West Germany. The joint venture is owned equally by the Company and Hiils. :
The investment is included in Other Assets and has been accounted for by the equity method. :

In the second quarter of 1975, the Company sold certain technology and know-how to the joint
venture resulting in a gain of $4,000,000. This gain is not subject to U.5. income tax.

Note b: Previously reported results for the first nine months of 1975 have been restated to reflect
a change in the method of accounting for forcign currency translations to comply with a statement i
issued by the Financial Accounting Standards Board in late 1975. The effect of the restatement was :
to increase previously reported net income for the first nine months of 1975 by $3,716,000 ($.28 per
share — primary; $.22 per share — fully diluted). :

Note ¢: The followiny is a summary of 1976 quarterly results:

1876 — By Quarter |
Third Second First
T ‘ : {Dollars in Thousands Except ;
o . : ~ Per Share Amounts)
“Net Sales ........ ST T T SR SUUUPE SR $282,163 soT1e62 - $258,475
: .  Cost of Products Sold ...........oieneeens T 208,795 194,869 190,574
L Gross Profit ......ocvvreiiriniecinnieanian, e eiireeee e 73,368 76,793 87,901
\ Net Income ............ DUV S F TN §$_ 591 $ 8176 $ 4,780
W e " Earnings per Common Share: . C g .
RN BEMAIY o oveeieeeearanaaeenes Cetenen, SUUUURORUUINE T ¥ $55 - 429
’ Fully Diluted ... ...ooorrernesesininnnees BOPR $34 $41 - 828
i
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MANAGEMENT'S DISCUSSICN AND ANALYSIS OF
NINE MONTHS (UNAUDITED) CONSOLIDATED FINANCIAL STATEMENTS

Consolidated sales increased $101.0 million (149% ) as compared with the same period in 1975, due
largely to higher domestic volume in all product groups and selling price increases in the Building
Materials group. There were four more billing days in the first nine months of 1976 than in 1975.
Worldwide product sales groups net sales were as follows: Building Materials up $49.4 million (18%)
to $328.3 million; Chemical up $30.3 1illion (17%) to $203.9 million; Photo & Repro up $21.3 mil-
lion (8%) to $280.1 million. All of the Company’s major product lines except agricultural chemicals,
consumer photo, and floor tile products showed volume increasss, International sales were up $6.4
million (5%) to $128.6 million, but were restricted by the effects of currency movements and to a
lesser extent the slower economic recovery abroad.

Total costs and expenses were $101.0 million, 15% higher than the same period last year. Cost
controls and greater utilization of facilities were offset by the effects of inflation. Interest expense de-
clined $0.9 million (79%) duc to a lower level of total debt during most of the first half of 1976,

The category of Other Income Other — net was unfavorable by $3.0 million due to foreign ex-
change losses in 1976 compared with gains in 1975. '

Net income decreased $7.1 million (279%) in the first nine months of 1976 as compared with the
same period in 1975. However, the 1975 income includes a nontaxable, nonrecurring $4.0 million gain
on sale of technology and know-how. Forcign currency fluctuations decreased net income in 1976 as
compared with 1975 hy $6.5 million. The decrease arose principally from foreign exchange transac-
tions and the application of Financial Accounting Standard No. 8 to inventories,

though all domestic groups contributed to the volume increase, only the Chemical operations (not-
withstanding the significant decline in sales of agricultural chemicals, a high profit margin product
line) gained sufficient volume to offset substantially the net cost increases, The Building Materials
operation experienced a slight decline in eamings from last year's level, which reflects a third quarter
softness in the building materials market, increased price competition, and a production cutback to
reduce inventories. The Photo & Repro ope’ . ion results improved somewhat but continue to reflect an
overall softness in this group, The International results declined due to continued weaknesses in some
foreign economic conditions and the above mentioned effect of foreign exchange. Preliminary figures
available to date for the fourth quarter indicate that for 1976 the domestic and international operations
of the Photo & Repro group, on a combined basis, will probably show a direct operating loss (which is
before unallocated corporate and interest expenses). ‘

- The effective tax rate for 1976 increased to 42.1% from 34.3% in 1975 pnmnnly as a result of the
nontaxable $4.0 million gain and a higher expected annual tax rate,

Lo
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PRICE RANGE OF COMMON STOCK; DIVIDENDS

The table below shows for the indicated periods the high and low sales prices of the Common
Stock on the New York Stock Exchange through January 23, 1976 and on the Consolidated Tape Net-
work A thereafter, and dividends paid on the Common Stock. All price information contained in the
table below was obtained from the National Cuotation Bureau, Inc.

____Sales Prices Dividends
High Low smo

1971 .. 824% S12% 40¢
1972 e 27 19% 40
1973 e e 294 84 42
1974 .
First Quarter . ............ ... ... 11% 834 11
Second Quarter . .............. ... 10% 8% 1
Third Quarter ...................... 8% 6 1
Fourth Quarter ... ....... .. ... 8% 6% 13
1975
First Quarter ... ... . ........... 11% % 13
Second Quarter ....... ... .. " 12% 9, 13
“Third-Quarter— = o134 gl——13
” -Fourth Quarter ..................... % 9% 13
- we \ L '
' ' First Quarter ................... e 1% 10% 13
Second Quarter ............. [ .. - 18% 1By 15
Third Quarter ...................... 8% 1% o B
Fourth Quarter (through December 21) 14% 1 15
Future dmdends on the Common Stock will necessanly be dependent upon future earnings, the
financial needs and condition of the Company, and other factors. See “Description of Capltal Stock”
for information as to certain lumtahons on the payment of dmdends

DESCRIPTION OF BUSINESS

"The Company is engaged in three lines of business: the manufacture and sale of (1) chenum]s (i)
photographc and repmgmplnc products; and (iii) building material., .

The Company reports its operahons on the basis of responsiblhty accounting, whereby the various

" product sales groups are measured after the assignment of only those items of income and expense for -
‘which each product sales group is directly responsible. Accordingly, the Company does not provide for
the allocation of interest and other debt expense, the cost of certain functions thut serve more tban one
product sales group, and xmsoellaneous expense and income 1tema -

17
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The following table sets forth for the periods indicated (i) net sales and (i) direct operating
profit of the product sales groups of the Company.

{Unaudited)
Nine Months Ended
October  September Year Ended December 31,
3,197 98,1975 1975 1074(a) = 1873(a) 1972 1971
- D p
Net Sales ollars in Thousands
Chemical ............ $203885 $173,609 $235,115 $237,099 $215,317 $193,505 $177,288
Photo & Repro . ...... 280,140 258,820 356,804 351,111 330,180 296,296 260,407
Building Materials ..., 328375 278,870 372,312 360,599 303,379 278,569 246,067
Totl ........ 812300 711308  S$OB4421  $O48800  $848886  $768460  $683.762
Direct Operating Profit
Chemical ............ 31,612 27,308 $ 36,154 $ 45,661 $ 20,790(b) $ 24475 $ 24,334
Photo & Repro ....... 314 3,127 4,820 9,951 18,256 11,468 7403
Bufiding Materials .. .. 36.786_ 38,204 48,795 43,555 38811 48,005 44,442
Total ......... 63712 68,727 89,769 99,167 86,857 83,948 76,179
Operating Loss of Discon-
tinued Operations . . ..., - — - — —_ - {4,343)
Interest Expense ....... {11,929) (12,865) {16,555) (18,792) {12,068) (10,237} (10,359)
Unallocated Corporate Ex-
pense—Net .......... (24205) (16.303)(c) _{(28,705)(e) (32,822)(d) (19,185)(c) (23,362} {23,835)
Income before Income
Taxes and Extraordinary
Items ... .. ......... $ 32,578 $ 39,559 $ 46,509 $ 49553 § 55,604 $50349  § 37,642

- »~=-={(a}-Restated for accounting change: Sec Note-B'to Consolidated Staterient of Tncome. ™
@ (b) Includes $5942,000 charge for phase-out of Linden dyestuff and pigment operations. See
Note H to Consolidated Statement of Income. - : : L
(e) Includo;s $6,359,000 gain on the reacquisition of 5% Convertible Su})ordinated Notes;
(d) Includes $5523,000 gain on the reacquisition of 5% Convertible Subordinated Notes -and
. a charge of $5,045,000 for office relocation expenses. See Note G to Consolidated Statement of Income.

S (e) Includes $4,000,000 gain on sale of technology and knuw-how.' See Note A to Consolidated
CemE Statement of Income.. i ' _ .

T

The principal products, sources of supply, market position and recent developments with respect ‘

-.to the Company’s three product sales groups are as follows:

—

Chemical

- The chemical product sales group includes the following: Dyestuffs and Pigments — The Com-
pany’s line of dyestuffs is primarily used in the textile and paper industries and also in the leather
industry; its organic pigments are used for coloring many difterent products, including rubber, plastics,
printing inks, lacquers and natural and synthetic textiles. Surface-active agents — Surface-active agents
(or surfactants) possess detergent, emulsifying, dispersing and wetting properties and are used in " -

18

G-I_EPA0020141



the manufacture and compounding of deiergents (primarily industrial), insecticides, pesticides, textiles,
paper, leather, rubber, plastics and chemicals and in the production and refining of petroleum and
mineral products. High-Pressure Acetylene Derivatives — The Company has developed and employs
techniques for processing acetylene, a very explosive gas, under high pressure into a wide variety of
acetylene derivatives, with uses in the manufacture of plastics, synthetic fibers, cosmetics, electroplat-
ing chemicals, pharmaceuticals, solvents and adhesives. Specialty and Textile Chemicals — These
include bactericides and fungicides, brighteners, leather tanning and finishing agents, textile treating
chemicals, flame retardants, uitraviolet absorbers, solvents, carbonyl iron powders and silver salts.
Industria! Organic Chemicals — These compounds are used in the production of surfactants, dyestuffs,
pharmaceuticals, defoliants, herbicides, growth regulators and other agricultural chemicals, plastic
stabilizers, clectroplating chemicals, and photosensitive and other chemicals. Latex Products — These
products include rubber and polymer lattices for rug backings, fabric coatings and paper coatings;
latex foam backing for drapery fabrics; and latex adhesives for fabric lamination. Other Industrial
Products — These products include roofing granules, wool pressed felts, FEuTRON® (a line of needled
felts), synthetic fber felts, papermakers felt and GarLo® (a line of fiter products).

The Company'’s chemical products are sold to users principally by its own sales personnel and, in
some cases, by independent distributors.

Rew Materials and Supplies

The raw materials used in the production of the Company’s chemical products are purchased from

a large number of outside sources, in many cases pursuant to supply contracts which are, in gencral,

: standard for the industry. Certain of the Company's raw materials, including acetylenr, are obtained

I from single or limited "sources pursiant to supply contracts,” With respect to acetylene, which is

supplied to the Company at two locations by separate sourees, were either of the sources to be dis-

" continued the development of alternate sources of supply could involve interruption of production and
would probably result in substantially increased costs.

. Petroleum-based products are used in‘many of the Company's cbexmcal manufacturing processes
and consequently the price and availability of petroleum is material to the costs of operations,

Althoﬁgh this product sales group has from time to time in the past experienced difficulty in
obtaining adequate supplies of raw materials, particularly during 1974, it has not expenenced any
significant shortages of raw materials since the begmning of 1975

Market Position

The Company is the sole United States producer of a complete line of lngh~presmre acetylene
derivatives, although it competes with foreign manufacturers. Only one of these foreign manufacturers
is an important factor in the domestic market and it is currently completing construction of a plant in

LT R T . the United States for the production of butanediol, o major product in the high-pressure. acetylene
o T ~* chemical line. Another large domestic chemical manufacturer has made sales of butanediol in the United
Coophyietrensiio g - States, The Company believes it is a major supplier in the wool and synthetic fibre felts industries. ‘

In the balance of its chemical business the Company faces competition from many companies,
certain of which are substantially larger than the Company and offer a broader range ¢f products. The
Company believes that the great size and diversified nature of the chemical industry make it xmpossxble
to give a meamngful eshmate of the relatwe posmon of the Company in tlns field. :
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Recent Developments

In early 1975 the Company entered into an agreement with Chemische Werke Hiils, A. G. (“Hiils")
to construct and operate a butanediol manufacturing plant in Marl, West Germany, with a planned
annual capacity of approximately 60 million pounds. The Company anticipates that this plant will
permit it to compete effectively with the manufacturer which currently dominates the European
butanediol merket. The plant will be owned and operated by a German joint venture company owned
in equal shares by Ilills and the Company; production is planaed to begin in late 1977, The
agreement also includes provision for Hiils to supply acetylenc to the plant from its adjacent
manufacturing plant. The Company anticipates that the joint venture company will require approxi-
mately $24,000,000 in Joans, in addition to the $12,000,000 in cash it has already received as capital
contributions, for completion of the plant. It is expected that these loans will be obtained from third
parties on the credit of the joint venture company, but the Company and Hils may share equally in
providing loans or guarantees of loans if necessary.

During 1975, the agrichemical business was responsible for significant profits for the Company.
Sales of agrichemical products, which the Company manufactures on a contract basis to the specifica-
tions of large purchasers, have substantially declined during the first nine months of 1976 with resulting
adverse effects upon carnings, and a continuing crosion of the level of sales and earnings is anticipated.
With respect to one of these products, Conex®, the purchaser has given notice to the Company that
it is terminating its agreement lo purchase, effective March 13, 1977, With respect to another
such product, Asnsexn®, the purchaser, Amchem Products, Inc. ("Amchem”), has indicated to the

Company that purchases of Anisexn® will continue for the current growing season at a sharply reduced

level from 1975 levels. Amchem has also given the Company notice that, effective December 31, 1076,
it is terminating the contract pursuaut to which the Company has been supplying Amchem with
2-chloroethylphosphonic acid (ethephon). The Company continues to market ethephon to consumers.
See “Litigation and Other Matters”, The herhicide Oryzalin had been manufactured by the Company
for Eli Lilly and Company under an agreement which expired by its terms on June 30, 1976

The Company has under construction ‘a facility at its Calvert City, Kentucky plant for the
manufacture of polybutylene terephthalate (“PBT"). Construction of such facility is expected to
be completed during 1977. PBT is the basic material for a family of polyester resins which possess

properties suitable for use in the automotive and electronics markets, among’ others,. While the

Company is one of a small number of companies which produce butanediol, one of the basic raw
materials for PBT resin, substantial competition in the various PBT markets from a number of other
- manufacturers, certain of which are substantially larger than the Company, is anticipated. The plant

discussed above under “Market Position”, which is being completed by a foreign manufacturer, will
produce butanediol, - ' S

 The wool felt industry has expeﬁenced overcapacity for a number of years, prindpally\ because the

- total demand for wool felt has been declining. The Company is contemplating consolidating certain of
 its woo! felt manufacturing operations. . : '

See Note E to the Consolidat_ed Statement of Income for the effect of discontinuance of chlorine-
caustic and ethylene oxide operations, See “Litigation and Other Matters™ for a discussion of pending

litigation between the Company and Amchem. Union Carbide Corporation has announced an agree-

‘ment in principle to acquire Amchem. The Company is unable to predict what effect, if any, this
 acquisition may have on such litigation or sales to Amchem, - L

Can
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Photo & Repro
Products

The photographic and reprographic product sales group includes the following: Consumer
Photo Products — including color and black-and-white film {print flm, slide flm and movie f'm),
still and motion picture cameras and projectars, slide viewers and scenic slide and print assort-
ments, and View-Master® and TaLsing View-MAsTer® sterco reels, viewers and projectors: X-ray
Products — including x-ray film and developing chemicals for medical, dental and industrial use;
Graphic Arts Products — including 8lm, film bases, and chemicals used in photolithography. roto-
gravure printing. offset printing, photographic typesetting and photoengraving; Industrial Products —
including lm and paper employed in oscillograph recording, mapping and tracing; Professional Pho-
tography Froducts — including black-and-white and color still flm, and photagraphic papers for pro-
fessional photographic applications, press and industrial photography and professional portraiture;
and Reprographic Business Systems Products — including diazo reproduction equipment, sensitized
reproduction materials used in such equipment, business forms, micrographic equipment and supplies,
sensitized paper and toner for electrostatic office copiers, and drafting offive supplies.

The Company also offers consumer plioto finishing services through 19 phototinishing plants in the
United States and Eurape.

Distribution of the Company's consumer and professional photo products is made through a field
sales force consisting in part of the Company’s own employces and in part of independent sales repre-
sentatives or distributors. Sales are primarily to mass merchandisers and to photo specialty shops. The
Company's graphic arts and x-ray photo products are sold in part to distributors, and in part, along with

other industrial photo products, directly to users. Thoe reprographic business systems products are sold in
part directly by the Company’s own employees and in part through independent dealers. The repro-
graphic machines sold by the Company are serviced in part by the Company’s own employees and in
part by employees of such independent dealers who are trained by the Company.

‘Raw Materials and Supplies

The Company purchases from several sources the raw materials and components (some of
which are manufactured pursuant to its specifications) for the film, paper, slide and motion picture
projectors and viewers manufactured by it. The price of silver, which is one of the more important raw
materials used in the manufacture of flm and photographic paper, has risen sharply since 1972. The

price of silver, based on the Handy & Harman daily New York quotations, ranged from $1.387 to
$2.048 per troy ounce in 1972, from $1.962 to $3.28 per troy ounce in 1673, from $3.27 to $6.70 per troy
ounce in 1674, from $3.91 to $5.225 per troy ounce in 1975, and from $3.815 to $5.10 per troy ounce
in 1978 through December 1. In each of these years, except 1976, the cost of silver used in the Com-
pany’s manufacturing operations was higher than in the preceding year., Competitive factors have
limited and still limit the Company's ability to implement price increases related to this increased cost.
Accordingly, the increased cost of silver may continue to have a material adverse effect on the earnings
of the Company unless substantial price increases can be effected or the price of silver declines.

~ The still and motion picture cameras and sound projectors sold by the Company are manufactured

~ specially for the Company by companies located in Japan, Hong Kong, Macao and Taiwan, Efforts by
- the Company are underway to. commence purchases from a number of additional suppliers. During

a1
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1076 the Company hay been apenencimz vueeal delavs in obtaining thee supplies whic hay
adversely aflected salen.

Acctate film base nsed by the Company s mannfactured Byt Other filin bees, inchiding polieder,
and raw paper are purchased from domostic snd | IECHIN SeRITees,

The raw materials and suppliecused i he moamfactire of regragrsplic hininess products are pur-
chased from several somrevs and. Mhough i some ¢ e parts are bt to the Canpind's pecific:tions.
alternate sources far such parts are avalahle

Market Postion

The phatographic industry: is dominated in maay areas by Fastmun Kodak Company (“Fastman”).
The Company's smafl share of the maket alsa faces competition from foreign sources. In general, the
Company offess 2 broed ranse of photocraplic products, which is, however, considerably narrower
than thet offered by Fastman. The Company believes it is the leading producer of sterco viewers
and reels.

T Company has initiated Titication againgt Eastman, which is more fully deseribed Lelow,
A favorahle decision in that suit could lave a bpn('ﬁ('i;il effect on the Cuiﬂpgny'; P!KPU)}’J&P!EC bsi-
nees; howeser, an adverse decision could tesult in the continuation of the present adverse competitive
position uf the Company and have significant implications concerning the Tuture of the Company in
various aspects of the photograplie basiness, The outenme of the litigation cannot be pred.ated at
this time,

The Company belicves that it is one of the two leading duwmestic preducers of diaza reproduction

equipment_and dizzo_papers, plastic filins L m!ux»diam{ﬁatﬁd-ﬁmduﬁxr’fhc"di.m“rcpmdﬁ'cﬁﬂh

LA D e e

%
¢
i
A

process, while suitable for copying engineering and architectural drawings because of its capacity to
make larger copies, is limited in generz} applicability by the need for 2 translucent master sheet printed
only on one side. The diazo process may be subject to increasing competition from other processes and
may become subject to increased regulation. See “Environmental Control and Related Matters™,

The field of business forms produced pursuant to customer specifications is dominated by another
company. The business forms products of the Company are sold principally in the nosthern part of the
United States east of the Mississippi River.

Recent Developments

Since 1973 the direct operating profit (withont allocation of interest expense and unallocated
corporate expense) of the Photo & Repro. Group has declined sharply, and in 1976 the group will
- probably show a direct operating loss. This decline on a worldwide basis has been the result of a num-

- ber of factors affecting photograghic products, including, significantly, the introguction of products by
- Eastman rendering competitive products obsolete, as well as increases in the price of silver and other

cost increases which have not been passed on in full, and general economic conditions affecting both

consumer and industrial markets. Moreover, the Company has been. required to incur for its photo-

graphic line of products, advertising costs, research and development expenses, and working capital
requirements disproportionately greater than the contribution of the Photo & Repro Group to the
Compgny's sgles. ' : . ) _ : . :

L2
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The 1972 introduction of Eastman’s C-41 film and the conversion by photo finishers to the different
processes required to develop such film has had, and is expected o continue to have, the effect of
substantially curtailing the developing of the Company’s C-22 cvlor print film by photo finishers and
has thereby reduced, and may be cxpected to continue to reduce, demand for such film. The Com-
pany’s photo finishing plants retain the capacity to develop and process both the Company’s C-22
flm and Eastman’s C-41 film, and the Company expects to retain the capacity for developing and
processing its C-22 filra so long as there is sufficient demand.

Since the introduction of Eactman’s C-41 film, the Company has had under development a new
color print film for pocket-sized instant loading cameras, standard size instant loading cameras and 35
millimeter cameras which could be developed with the same chemicals used in developing Eastman’s
C-41 film and other subsequently introduced competitive films. The Company is making limited ship-
ments of the new film for pocket-sized instant loading cameras and is making preparations for com-
mercial production of the new flm in 1977. However, no assurance can be given that this objective
will be reached. -

On April 30, 1973, the Company filed an antitrust action against Eastman in the U.S. District
Court for the Southern District of New York seeking treble damages in an unstated amount and
certain equitable relief, including the division of Eastman into ten separate and independent businesses,
the dedication to the public of the trademark “Kodak” and disclosure and licensing on 2 royalty-
tree basis of all Eastman’s present and future photographic patents and know-how.

The Company stated in its Complaint that it is the last ’rem_:;ining domestic competitor to Eastman
in the manufacture of conventional amateur photographic film. The Company alleged that Eastman

has forestalled innovation in the development of products incompatible with those of Eastman, and

has made numerovs changes in its products in order to make the products of its competitors unmarket-
able. The Complaiat further alleged that Eastman has, in many areas of the photographic industry,

. monopolized the production and sale of photographic supplies, restrained trade, foreclosed markets,

made illegal acquisitions and engaged in various other illegal acts and practices. Eastman filed an
Answer denying the material allegations of the Complaint. Document discovery and oral depasitions
of witnesses are underway in the pre-trial procecdings, and a trial date has been tentatively set for

‘early 1978.

The Company’s ilm, under an agrecment which expired October 1, 1976, has been the official film
of Disneyland and Walt Disney World, where the Company has Photo Exhibit Centers and the
Company’s photo products, together with certain products of otker manufacturers, have been sold
through more than 50 retail photo outlets. The Company has recently obtained an extension to Septem-
ber 30, 1979 of this agreement pursuant to which additional photographic products not produced by
the Company may be sold. K \ \ ‘ L -

The Company’s $9 million expansion. of its photo product facilities in- Sint-Niklaas,:Bélgium,

" announced in 1974, is scheduled to be completed in December 1976. The agreements relating to the

development and financing of this project require that the Company have certain minimum numbers
of employees at various times which would represent additions to the current work force. If present -

‘bsiness conditions continue, however, it is expected that this plant will operate at substantially less
_ than full capacity. . n . : D SO _ . .

An invesﬁgation by Brifish authorities of certain practices, including pricing, of the members of
the diazo industry in the United Kingdom, inclading the Company’s British subsidiary, is under way.
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It is not anticipated that such investigation will generate a materially adverse result insofar as the
operations either of the British subsidiary or the Company are concerned.

The largest single customer for the Company’s color print film has advised the Company that it
will be unable to make current payments with respect to approximately $3 million of the Company's
accounts receivables and has requested a one year moratorium with respeet to such payments. A sub-
stantial vortion of such customer’s indebtedness is secured by a second mortgage on certain property
of the customer.

On December 22, 1976 the Company purchased the medical products division of United States
Radium Corporation for a price of approximately $2.5 million. The division manufactures x-ray
intensifying screens, cassettes and related hardware.

Building Materials
Products .

The building materials product sales group includes the following: asphalt shingles; built-up
roofing, consisting of organic and asbestos-based felts; asphalt roof coatings and plastic cements; organic
and asbestos dry felt produced primarily for use by the Company’s roofing or flooring plants; vinyl
siding; mineral fiber roof shingles and siding; mineral fiber building beard; mineral fiber canal bulkhead
designed and processed to prevent land erosion by either salt or fresh water; vinyl ashestos floor tiles;

SRR

‘pulpwood and wood flour, purchased in the open market at prices which are subject to fuctuation.
long term supply contract. The Company purchases glass fiber insulation from a single source which

“and has advised that it intends to cease to supply the Company’s requirements. The Company is con-
“testing this posiiion, and discussions are currently underway with this supplier.

vinyl sheet floor coverings; automotive sound deadening and insulation products; and adhesives, cove
bases and glass fiber insulation (each purchased for resale).

‘The Company sells its produets through its own salesmen to wholesalers, retailers, applicators,
contractors and builders. Such sales are mostly limited, in' the case of building materials other than
floor tiles and sheet vinyl, to states east of the Rocky: Mountains, Its products are also supplied, on a
bid basis, to United States ard State agencies. The Company operates its own distribution outlets for
resilient flooring in six cities where available outlets were not deemed satisfactory,

Raw Materials and Suppﬁea

. Amajor portion of the raw materials used for the manufacture of building materials is purchased
from a large number of outside sources and the balance is produced by the Company, intluding roofing

granules, which are used to surface asphalt roofing products.

‘Raw material ingredients for dry felt, which have been in good supply, are rags, waste paper,
Asphalt is purchased from major oil refineries and independent operators, in one case pursusnt to a

has allowed its long-term supply contract fo- residential building insulation with the Company to lapse

~ During 1975 the Company experienced difficulty in obtaining sufficient quantities ‘of ashestos
for use in the felt components of ‘roofing and flooring products, resulting in lowered production of
roofing and flooring products in the last half of 1975. Although asbestos is presently miore readily
available, limited shortages continue to exist. oo ri

s
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Market Position

The building materials industry is highly competitive. The Company believes that it is one of the
ieading producers of asphalt roof shingles, built-up roofing, mineral fiber roof shingles, siding shingles,
mineral fiber flat sheets, vinyl floor coverings, vinyl siding and automotive sound deadening and insula-
tion products. Oxe of the Company’s largest customers for roofing materials has announced its inten-
tion to begin producing its own materials.

Recent Developments

Roofing products constitute the major portion of total sales of the building materials product sales
group. It is believed that historically a majority of roofing products sold by the Company have been
used in reroofing of existing structures. It is reported that housing starts were ata level of approximately
2,379,000 units in 1972, 2,058,000 units in 1973, 1,353,000 units in 1974, 1,171,000 units in 1975, and
1,500,000 units (estimated) in 1476, Despite the consistent decline in reported housing starts between
1972 and 1975, the Company’s salzs revenues from roofing products increased in 1973, 1974 and 1975
over the then prior years, although unit sales (which increased in 1973 and 1974 over the then prior
years) decreased in 1975 from the record unit sales recorded by the Company in 1974,

srppn etk

e

In 1975 and 1976 the Company concluded initial arrangements- for- the-construction-of-a-shget

vinyl flooring plant in Mullingar, Ireland. Construction is presently scheduled to be completed in late
1977. The plant will be owned and operated by GAF (Ireland) Company, a branch of GAF (Neder-
land) B.V. (“GAF Nederland”), a wholly-owned subsidiary of the Company, and will be the Com-
pany’s principal source of sheet vinyl for sale in Europe and other overseas markets. The Company

anticipates that it will face substantial competition for its sheet vinyl products in the European market
“in view of competitors’ recently announced plans for increased capacity to serve that market.

The Company anticipates that capital &ﬁendihxres on the plant will be in excess of $33 millioit.
Estimates of the total cost of the project have been, and are expected to continue to be, influenced by -

fluctuations in exchange rates and inflation in Ireland. Arrangements have been concluded with the
Industrial Development Authority of Ireland to obtain grants for u portion of the cost of the project,
provided that the Company makes equity investment in the project at least equal to the aggregate
amount of the grants. Such investment, and other funds necessary for completion and operation of the
project, may be obtained by the Company through loans made to the Company and/or GAF Nederland.
The Company has arranged with Irish and English banks to borrow portions of the required funds.
The Cornpany will provide additional capital for: completion and operation of the project from the

_Company’s general funds and/ or domestic lending sources.

As a result of the settlement in May 1970 of a lawsuit commenced in 1968 against The Ruberoid

* Co., the, Company entered into a license agreement with Congoleum Industries, Inc. whereby the.
Company was licensed to manufacture and sell foamed vinyl flooring which uses a chemical embossing *

process. In exchange for such license, the Company agreed to pay a royalty equal to 5% of the net
sales of such product during the term of the agreement, which has a stated term ending on December
20, 1983, and, in any event, the Company is required to pay a minimum royalty of $125,000 a year
through 1983, which amount is applied against royalties payable in each such year, Royalties paid under

this agreement for 1972, 1973, 1974 and 1975 amounted to apprpximately_$l,023,000,‘ $905,000, $719,000

and $466,000, Vrespectively.
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New Business Venture

International Operations

The Company’s international operations, which are consolidated in the net sales and income for
the Company’s three lines of business and product groups, include export of the products manufactured
by the Company in the United States (principally its sheet vinyl, acetylenes, industrial photographic
and consumer photographic products) and the operations of the Company's foreign subsidiaries. Sales
by foreign subsidiaries are principally in Western Europe. Subsidiaries are also active in Australia,
Canada and elsewhere, For 1973, 1074 and 1973, the Compa.ny's international operations, including
export sales from domestic operations, accounted for approximately 169, 179 and 175, respectively,
of its net sales for such years,

In general, during 1973, 1974 and 1975, the ratio of operating profit to sales in international opera-
tions exceeded such ratio in domestic operations, and international operating profits in 1973 were

almost double those of 1972, However, in the first nine months of 1976 due to economic conditions:
in Europe and the effect of foreign exchange fluctuations, the ratio in intemational operations did not’

exceed such ratio in domestic operations. See Note 2 of Notes to Consolidated Financial Statements for
information as to foreign operations included in international operations. See pages 23, 20 and 25,
respectively, for discussions of expansion of the Company’s European photo product facilities, con-
struction of a new chemical manufacturing plant in West Germany, and construction of a new sheet
vinyl manufacturing facility in Ircland,

Jersey. See "Fncilii:iés” for further details concering the Wayne site. : )

On June 7, 1976 the Company’s wholly-owncd subsidiary, G:'\F‘ Proadeasting Company, Inn,

‘acquired New York City radio station WNCN-FM for the sum of $2,200,000. WNCN gained national
attention in late 1974 when it changed its programming and discontinued playing classical music.

\YNCN has subsequently returned to a classical music formal. The Company has budgeted ‘additional

capital expenditures for the construction of a new broadcasting complex and the improvemeit of the -

station’s transmitting quality.

Research and Develé;;;nent »

Research and development expenses in 1974 and 1975 were $15,011,000 and $15,272,000, respec-
tively. Approximately 85% of the amount spent in 1975 was used for rescarch to develop new or
improved products,and processes, while the remaining 35% was for improvement of existing prod-
ucts and technologies. The latter category includes product quality improvements, improved
formulations, and experimentally-developed new applications data to exploit the full potential of exist-
ing company produicts. During 1974, approximately 60% of research and development expenses were
used for the developtent of new products and processes, while approximately 40% was used to enhance

- existing products and technologies.

As of October, 1, 1976, 280 professional emﬁoyées were engaged in Company-sponsored research
and development, - : S o FE L B

During 197:

e Company relocated several research and development functions to Wayne, New

1t

26

G-I_EPA0020149



Employees

At October 31, 1976 the Company employed approximately 21,000 people, which number is expect-
ed to be reduced by approximately 2.5% pursuant to a Company-widc cost reduction program presently
in progress. At such date, approximately 8,400 employces in the United States and Canada were
represented by 69 unions under contracts which are effective, in most cases, for two or three year
periods. Employee relations at all of the Company's plants have been generally satisfactory. In 1975
work stoppages related to contract rencwal negotiations occurred at the following facilities of the
Company for the respective periods of time indicated: (a) Baltimore, Maryland roofing plant— one
month; (b) Whitehall, Pennsylvania sheet vinyl plant — four days; (¢) Long Beach, California floor
tile plant — three weeks; and (d) Annapelis, Missouri granules quarry — one month. During 1476 a
three week stoppage occurred at the Company’s San Francisco distribution facility and a one week
stoppage at the Binghamton, New York photographic products plant. The Company has in effect
various benefit plans which include retirement plans and group insurance arrangements providing
life, accident, hospital, surgical and medical coverage. The Company and, in most cases, the employees
contribute to the costs of the insurance arrangements. See Notes 1 and 9 of Notes to the Consolidated
Financial Statements for further details concerning the retirement plans.

Patents

The Company owns approximately 1,750 domestic and 1,900 foreign patents and approximately

5

900 domestic and 2,650 forcign trademarks, dnd is licensed under many othier United Statesand foreign

patents, no one or group of which is deemed to be material to the conduct of the Company's business
as a whole other than the patents covered by the licenses from Congoleum Industries, Inc. and Amchem
described under “Building ‘Materials — Recent Developments” and “Chemical — Recent Develop-
ments,” respectively, and a group of patents on photographic products and processes for making photo-
graphic film covered by licenses from Eastman, which patents have been challenged by the Company in

- the anntrust action against Eastman described under “Photo & Repro — Recent Developments.”

Envimﬁmentaf Control and Related Matters

By reason of the nature of many of the Company’s operations, environmental standards promul-

. gated by various regulatory bodies, many of which have been recently established, are having or

will have a substantial impact upon the Company. In some cases, the Company has obtained variances
which are conditioned upon compliance at some future date, and in other cases it is seeking to work
out similar arrangements. It is believed that federal and state statutes and regulations dealing
with the protection of the environment will increasingly affect the Company While the exact
nature of the environrental control problems which the Company will encounter in the future
cannot be predicted, substantial additional capital expenditures’ and increased operating expenses,
the amount of which cannot be estimated at this time, will be occasioned by the Company’s
continuing effort to deal with environmental problems arising from its activities and to “comply with
the statutes and regulations referred to above. However, the Company believes that compliance with

_ environmental protcction requirements will not adversely affect its competitive position in the industries

- in which it is engaged. Pollution control requirements resuited in capital expenditures of approximately

*$5,800,000 in 1972, $4,750,000 in 1973, $7,780,000 in 1974, and $7,740,000 in 1975. The Company expects

to invest.an additional amount of approsimately $4,580,000 in pollution abatement facilities in. 1978, .
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$10,720,000 in 1977, $3,390,000 in 1978 and $7,810,000 thercafter. No assurance can be given that the
amounts actually invested will not be larger.

On August 30, 1971, the Company entered into an agreement with Rensselaer County Sewer
District No. 1 for the construction, operation and maintenance of secondary treatment facilities for
the industrial waste discharge from the Company’s Rensselaer, N.Y. manufacturing plant. The Com-
pany’s obligation for the first year of operation, which commenced in June 1976, is presently estimated
to be in excess of $320,000. Of this sum, approximately $86,000 is estimated to be attributable to debt
service. It is anticipated that the operating and maintenance costs for this facility will increase in the
future while debt service costs will decrease, The Company’s debt service obligation, however, is
expected to continue for approximately 27 years. In addition, the Company will be obligated to pay a
portion of fixed operating and maintenance costs of the plant through June 30, 1990. Primary treatment
for the industrial waste from the Company's plant, as well as the industrial wastes from a plant owned
by Sterling Drug Inc. {“Sterling”), is being provided by facilities located adjacent to the Company’s
plant. Such facilities have heen constructed with the proceeds of pollution control revenue bonds
(which are unconditionally jointly guaranteed by the Company and Sterling) sold on July 1, 1974 by
the Rensselacr County Industrial Development Agency, on which date both the Company and Sterling
entered into a ten year lease for such facilitics.

On September 26, 1973, and May 24, 1974 pollution control financing arrangements were entered
into with, respectively, the City of Calvert City, Kentucky and Broome County Industrial Develop-
ment Agency (Broome County, New York) pursuant to which pollution control revenue bonds were
issued in the respective principal amounts of $2,700,000 (of_whick.$300,000_has_been prepaid}. and

2 e ey

$2,500,000. On June 26, 1975 the Company entered into an additional $750,000 pollution control financ-
ing with Broome County Industrial Development Agency, relating to the project involved in the
1974 financing, All such bonds are unconditionally guaranteed by the Company and the proceeds were

used in connection with pollution control facilities at the Company’s chemical plant in Calvert City

and photo products plant in Binghamton, New York.

On February 20, 1976 the Company entered into an installment sale agreement with the New Jersey
Economic Development Authority (the “Authority”) for the purchase of pollution control facilities to
be constructed by mid-1977 adjacent to the Company’s Linden, New Jersey chemical plant with the
proceeds of pollution control revenue bonds in the aggregate principal amount of $10,000,000 sold on
that date by the Authority. Payments under the installment sale agreement are assigned to the payment
of the Authority bonds, which are also unconditionally guaranteed by the Company. The Company is
presently negotiating the use of similar types of financing for pollution control facilities at other
locations. , ' ‘ :

The federal Occupational Safety and Health Administration (“OSHA") has promulgated numerous
regulations dealing with various aspects of the Company’s operations, including regulation of per-
missible levels of asbestos fibres in manufacturing facilities. The OSHA regulation applicable to
asbestos processing and fabricating facilities established a permissible level in the occupational work
atmosphere of five fibres of asbestos per cubic centimeter of air. This permissible level was reduced
to two fibres per cubic centimeter on July 1, 1976. The Company’s manufacturing operations were

in substantial compliance with the five-fibre standard and the Company believes its operations are-

substantially in compliance with the two-Bbre standard., OSHA is presently proposing a further reduc-
tion in permissible level to one-half of an asbestos fibre per cubic centimeter of air. The outcome of

. this proposal and ‘of the effect of any standards which may result therefrom cannot be predicted at

o8
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this time. At present the Company is not aware of any adequate substitute for asbestos in the produc-
tion of roofing felts.

On November 25, 1975, OSHA issued a proposed regulation governing various aspects of in-
dustrial use of ammonia. The comment period on these proposals expired in April 1976 and it is
expected that OSHA will either issue a revised proposal or call public hearings on the existing
proposal in the near future. In addition, OSHA has proposed to terminate the exemption of the diazo
industry from an existing regulation governing ammionia use. The Company believes that implementa-
tion of either of these proposals would make diazo reproduction operations economically unviable
for all but a few of its diazo customers.

The Company is reviewing the recently enacted federal toxic substances control legislation and
has preliminarily concluded that such legislation may have a significant effect on the Company's
operations. The nature and extent of the impact of this legislation is not ascertainable at this time in
light of the fact that regulations have not been proposed.

Facilities
The Company’s major plants are as foilows:

Chemical: Calvert City, Kentucky; Linden, New Jersey; Rensselacr, New York; Texas City,
Texas; Glens Falls, New York; Chattanooga, Tennessee; Gleaville, Connecticut; Franklin, Massa-

N,

" chusetts; Warren, Michigan; Annapolis, Missouri; Bound -Brook, New-Jersey; Newburgh;-New
York; Charmian and Erie, Pennsylvania; and Westerly, Rhode Island. The Company owns rock
quarries at Annapolis, Missouri; Charmian, Pennsylvania; -and ,Krgmlin, Wisconsin. i

Photo & Repro: Binghamton, New York; Philadelphia, Pennsylvania; Los Angeles, Califomia;
Sint-Niklaas, Belgium; Progress, Oregon; Vestal, New York; Johnson City, New York; Vemon,
New York; Colnbrook, England; Delft, The Netherlands; Shelby, Ohio; Charlotte, North Caroling;
San Antonio, Texas; Kansas City, Kansas; Vernon,” New York; Arlington, Texas; Milwaukee,
Wisconsin; and Sydney, Australia. ' : B

* Building Materials: Mobile, Alabama; Long Beach, California; Denver Colorado; Tampa, Florida;
Savanuah, Georgia; Joliet, Illinois; Mount Vernon, Indiana; Baltimore, Maryland; Millis, Massa-
chusetts; Minneapolis, Minnesota;. Kansas City and St. Louis, Missouri; Gloucester City and
South Bound Brook, New Jersey; Vails Gate, New York; Erie and Whitehall, Pennsylvania; and

Dallas and Houston, Texas.

" With the exception of the plants located in -Warren, Michigan and Ahnapolis, Missouri, which
are leased to the Company, and of two leased buildings in Philadelphia, the above mentioned proper-

ties are owned by the Company in fee, That portion of the plant (building and equipment only) at ‘\

Texas City, Texas which produces Ammen® is owned by Amchem, -

The Company also owﬂs or leases mA_ny other srﬁaller_plants, research lnbomtoﬁm,« sales oﬂieesb
and distribution warchouses in the United States and elsewhere. . 5 ' :

The Company believes that ir'ny general these plants and facilities, which are of widely varying ages
and of different types of construction, have been adequately maintained and are in good condition.
Each plant has adequate transportation facilities for both raw materials and finished products.
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The executive offices of the Company and a substantial portion of its administrative offces are
housed in approximately 176,000 square feet of leased space at 140 West 51st Street and 1180 Avenue
of the Americas, New York, New York.

In July 1972, the Company leased cerlain laboratory facilitics and approximately 100 acres of land
in Wayne, New Jersey at which it consolidated a number of its research and development operations. A
new 80,000 square foot building, completed in 1974, houses the Company’s general administrative and
clerical personnel and its principal electronic data processing facilities. The Wayne lease is for a period
of 23 years with an option to purchase at expiration. Annual rentals (the lease is a “net lease” under
which the Company is obligated to maintain, repair, insure and pay all taxes on the property) are
aaleulated to allow the lessor to recover the cost of the property, its annual interest costs of 77%%
and its other expenses of leasing the property. The Company belicves that the useful life of most of
the buildings remaining at the scheduled termination of the Iease will be relatively short.

Litigation and Other Matters

On Aprii 30, 1973 the Company commenced 2n antitrust action against Eastman Kodak Company.
This action s described under the caption “Photo & Repro— Recent Developments.”

The Company and Amchem have commenced litigation against one another in several
jurisdictions throughout the world. The litigation relates to a plant growth regulator which is
sold by Amchem as Emmrn® and by the Company as Cepma®. In several European coun-

tries_and_in .the.Unitcd.Smtes.PatenLOlﬁcc,-thc~litigation~consists-of--inlerference"proceedings. The

AP B B e e

interference proceedings brought by the Company in the United States Patent Office were dismissed and
in April 1975 a patent relating to certain parts of its application issued to Amchem, In June 1975 the
Company commenced a declaratory judgment proceeding in the United States District Court for the
Eastern District of Pennsylvania seeking to have the patent granted to Amchem declared invalid and to
obtain other appropriate rclief, In a separate action brought by the Company in the United States
District Court for the Eastern District of Pennsylvania the Court granted Amchemn’s motion for sum-
mary judgment dismissing the Company's suit which sought the assignment to the Company of all
Amchem’s forcign use patents on the invention of the plant growth regulator and the establishment of a
constructive trust in favor of the Company with respect to all of Amchem's profits on ETHREL® sales.
The Company is appealing the decision. In another action brought by Amchem in the United States
District Court for the Northern District of Georgia, the Court entered judgment dismissing Amchem’s
suit seeking to cancel the Environmental Protection Agency (the “EPA”) registration which the Com-
pany had obtained for Cepia®, upon the theory that the Company had obtained such registration pur-
suant to procedures inconsistent with the Federal Insecticide, Fungicide and Rodenticide Act, as

~ amended. Amchem appealed from this judgment and.the United States Court of Appeals for the Fifth

Circuit remanded the matter to the district court for the purpose of determining the cffect, if any, of
recent amendments of that act upon that court’s judgment, Upon remand, the district court ruled in the
Company’s favor, determining that such amendments had no effect upon the outcome. Amchem is
appealing this ruling. : : :

In 1974, the Company and eight other United States mnnﬁfacturers of dyes were indicted on

“charges of engaging in a combination and conspiracy to fix, raise, and maintain prices of dyes in the

United States in violation of Section 1 of the Sherman Act. The government simultaneously brought

a civil action, which is still ‘pending, seeking an injunction against the alleged couspiracy and any
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other conspiracies or practices of a similar import. Later that year the Company and seven other
defendants entered, and the court accepted, pleas of nolo contendere, The Company was fined $45,000
in this action. Shortly after the indictments and civil actions referred to above, six private civil actions
were brought against the same defendants by plaintiffs purporting to represent all purchasers of
dyestuffs from one or more of these defendants or their alleged co-conspirators, These actions were
consolidated in the United States District Court for the Southern District of New York which, in
1975, approved a stipulation of settlement providing for the defendants’ to establish a common fund
totaling $15,000,000 for satisfaction of the validated claims of members of the plaintiff class. The
Company has made its contribution to this common fund as provided under the approved stipulation
of settlement.

During the first quarter of 1976, the Company began an internal investigation of an abuse of one
of the Company's cooperative advertising programs during the past several years involving a major
domestic customer of the Photo & Repro Group. Under the cooperative advertising program investi-
gated, customers of the Photo & Repro Group were given redcemable scrip equal in face value to a
percentage of the amount of their purchases of certain products of that Group, The scrip was redeem-
able at face value to reimburse customers for approved advertising and, for a time, scrip not used
for advertising reimbursement could be used at 25% of face value to order goods from a merchandise
catalog. Under the programs now in effect, credits are not redeemable for merchandise and may be
used solely for advertising reimbursement. Following a preliminary internal investigation, the Execu-
tive Committee of the Board of Dircctors directed mangement to cause special outside counsel to
conduct a comprehensive investigation of the abuse, That investigation has been completed and special
counsel has reported that a senior buyer of that customer, without the knowledge or consent of respon-

sible-managenient-of the-customer; obtained-or-directed-delivery-of -between-$150,000- and -§175,000
C  worth of merchandise during the period 1970 through 1975. Special counsel has also reported that
e nothing in its investigation revealed any facts which could lead one reasonably to believe that any of
S the Company's directors or senior management had any information concerning the abuse until it was
discovered in December 1975, Management is of the opinion that the abuse of the cooperative adver-
tising program had no material effect upon, and that termination of the merchandise redemption .
feature of the program has had and will continue to_have no material adverse. effect upon, the
Company’s business, financial. position or results of operations considered as a whole. The Company
has filed Current Regorts on Form 8-K with the Securities and Exchange ‘Commission as to the
investigation @nd its results. The Company does not deem the matier to be material. ' .
As of December 1, 1976 the Company was a co-defendant in approximately 210 lawsuits involving -
alleged health claims of non-employees relating to the inhalation of asbestos fibres. In the only such
B lawsuit in which judgment after trial was entered against the Company, damages were awarded against
3 a number of co-defendants, including the Company. Such decision was affirmed by the United States
' Court of Appeals for the Fifth Circuit and'certiorari was denied by the United States Supreme
"Court. The Company has settled certain other of such lawsuits. It is anticipated that additional
suits may be filed by industrial insulation workers whe have been exposed to asbestos dust at numerous
" construction sites where insulation materials manufactused by the Company and others were used.
The Company has insurance coverage, which is generally subject to a $50,000 deductible as to each
case; with respect to actions of this type. Because premiums paid with regard to such insurance are
experience rated, if the Company has an adverse loss experience.with respect to such actions, its
premiums will be increased to reflect such loss experience. A number-of employees and former em-
ployees have also filed claims for diseases associated with the inhalation of asbestos fibres under applic-
able workmen's compensation laws, The Company is self-insured with respect ts some of these claims, a

b
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number of which have been scttled, The cost to the Company of such settlements and awards in con-
nection with these workmen'’s compensation claims is not readily ascertainable. The Company does not
believe that the disposition of these existing actiors and workmen's compensation claims will have a
material adverse effect on the Company’s earnings or fimuicial position, although the cffect on the
Company of actions of this nature which may be filed in the future canaot be predicted at this time.

The Company is a defendant {generally one of several) in a number of cases and claims involving
allegedly defective roofing. While the amounts claimed in a number of ihese cases are substantial,
the recovery, if any, from the defeudants is generally apportioned among them and it is therefore
unlikely that the Company would be required to bear the full burden of any judgment or settlement,

DESCRIPTION OF CAPITAL STOCK

The authorized capital stack of the Company consists of 25,000,000 shares of Common Stock, par
value $1.00 per share, and 6,000,000 shares of Preferred Stock, par value $1.00 per share. On November
30, 1976, 13,769,955 shares of the Company'’s Common Stock were issued (including 531,599 shares
held in treasury) and 3,106,002 shares of a series of the Company’s Preferred Stock designated as its
$1.20 Convertible Preferred Stock (the “Convertible Preferred”) were issued (including 76,400 shares
held in treasury).

All outstanding shares of Common Stock rank equally as to voting rights and dividends and upon

liquidation and are-fully-paid-and nonassessable-The -Commeon Stock s not entitled 1o any preemptive
or cumulative voting rights and is not subject to redemption. -

Each holder of Convertible Preferred or Coulunon‘ Stock is entitled to one vote for each share held.
Except as set forth below, the Convertible Preferred and Common Stock vote together as one class. -

The holders of Convertible Preferred are entitled to receive, prior to the payment of dividends on’

Common Stock, cumulative cash dividends at the rate of $1.20 per share per yeas. If dividends are in
arrears on the Convertible Preferred in an aggregate amount at least equal to six quarterly dividends,
the holders of Convertible Preferred voting as a class will be entitled to elect two directors until all
dividends in arrears have been paid and dividends for the current quarterly period have been declared

or paid. So long as these dividends are not in armears, redemption of Convertible Preferred (at $8 per. '
. share through May 31, 1977 and $27.50 per share thereafter) and the repurchase of either Convertible
. Preferred or Common Stock are permitted by the Company’s Certificate of Incorporation.

N

The payment by the Company of dividends, other than dividends payable in the Com'pan)’s\'

capital stock, is subject to restrictions imposed by certain instruments relating to the Company's long-

approximately $323,997,000 retained earnings at October 3, 1976 was available for dividends. The pay-
ment of dividends by the Company on its Common Stock is also subject to prior payment of cumulative
dividends of $1.20 per share per year on the Convertible Preferred. Otherwise the Company may pay
dividends on its Common Stock out of funds legally available therefor, - o

“Upon any voluntary or involuntary liquidation, dissolution or winding up, before any di.ig;i:ribuﬁon
may be made to the holders of Common Stock, the holders of the Convertible Preferred are entitled to
Teceive $27.50 per share plus an amount equal to all accrued and unpaid dividends. i

& |

~term debt. Under the most restrictive of these provisions approximately-$22,500,000 of the Company’s -
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Each share of Convestible Preferred is convertible into Common Stock at the rate of 1.25 shares
of Common Stock for each share of Convertible Preferred. The conversion rate s subject to adjustment
from time to time upon the occurrence of specified events in order to prevent dilution of the appropri-
ate number of shares of Common Stock to be received upan conversion.

Based upon the Company’s stock records and upon information furnished to the Company, no
person owns of record, or is known by the Company to own beneficially, more than 105% of the Com-
pany's outstanding voting securities.

DESCRIPTION OF STOCK PURCHASE PLAN
General

In April 1969 the stockholders of the Company approved the Stock Purchase Plan, under which an
aggregate of 650,000 shares of Common Stock was reserved for sale to full-time executive, administra-
tive and supervisory employees of the Company and its participating subsidiaries under 60 years of
age. The Plan authorizes the sale of shares subject to prescribed restrictions as to disposition
(“Restricted Shares”) and without such restrictions (“Unrestricted Shares”). Restricted Shares may
not be sold, assigned, transferred, pledged, hypothecated or otherwise disposed of, except as provided
in the Plan, for a period of five years from the date of purchase or such further period or periods as
may be provided by the Committee of the Board which administers the Plan. If an employee’s employ-

Ko g

| R

of purchase or death subsequent to the completion of five years of ‘continuous employment, the Com-

pany has the right to repurchase, at the price which the employee paid for them, the shares which, at.

the time of termination of employment, remain subject to restrictions. Any shares so repurchased may
be resold by the Company. The price of Unrestricted Shares must be at least 8055, and the price of
Restricted Shares must be at least 509, of the closing price of the Company’s Common Stock on the
New York Stock Exchange on the last trading day on which such stock was traded preceding the date
on which an employee is designated as one to whom such shares may be offered for sale. Prior to an
amendment of the Plan made in 1973 in connection with the settlement of stockholder litigation con-
cerning the Plan, Restricted Shares could be and were sold at 20% to 40% of such closing price. The
purchase of shares under the Plan obligates an employee to remain in the employ of the Company or
its subsidiaries for not less than two years in the case of employees who purchase Unrestricted Shares
and for not less than three years in the case of employees who purchase Bestricted Shares. '

All sales under the Plan to date have been of Restricted Shares. No 1976 sales under the Plan have -

been made as of December 1. Repurchases in 1976, through November 30, from former employees
total 5,000 shares. - :

During 1975 the Company sold for cash an aggregate of 108,000 shares. Of these, 70,000 shares
were sold to 12 officers, including 15,000 shares each to Juliette M. Moran and James T. Sherwin,
executive vice presidents of the Company, and 38,000 shares to 19 other employees. The sales price
was $5.375 per share: the closing market price on the date of award was $9.875 per share. A total of

92,000 shares were repurchased in 1975 from former employees.

From the inception of the Plan through the end of 1974 the Company sold an agg:egaté of

380,000 shares. Of these, 250,000 shares were sold to 29 officers, ‘including 62,000 shares to

Dr. Jesse Werner, President and Chairman of the Board, 25,000 shares to Philip B. Dalton, an
executive vice president of the Company, 10,000 shares to Miss Mczen and 10,000 shares to Mr. Sherwin,

.23

ment terminates for any reason; uther than-retirement subsequent-to-the &fth anniversary-of the date

s
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aned 10000 slares to 59 ether cnplinees cof which e subredgiently during this period reccived
avards after becoming afficens sin ! are abo i doded ol total). The sales prices ranged fromn
85370 to 833625, the Joving wather prices oo the dates of sward noged from $925 to 328875, A
tatal of 127,200 <hases were sopur Fased suging this penad from former employees,

Prior to 1975 certain shares were sold fer a minimum of 2300 of the purchase prive in cah and
the bulance in six-year pramissory notes bearing interest at 5 per year amd secured by pledyes of all
of the slures purchased. As of Novesnher 30, 1976, the agaregate outstanding balance of such promis-
sory ol was $16.125. With respect to the halance of the shures sold during this period, the Company
received the entire purchase price in cash at the tine of purchase,

As of November 50, 1976, 60 currem and rotired viployees, inelnding officers and dirccters, held
an agaregate of 236800 shares o which restrictions on side remain, In addition, as of such date, re-
stiictions on sade had Lapsed with respect 1o 97 000 shares. such restrictions havieg Japsed on 38500
shares prior (o 1975, an 30600 Jarcs i 1973 on 31650 share: in 1976, throush November 30,

As of November 30, 1976 total net proceeds o the Company from the sales under the Plan were
$1.506,737.50,

As of November 30, 1976, there were available far wle to emplovees under the Plan 316200
shares. The Company does not preserdly intend to <ol shares under the Plan on a basis other than
receipt of the entire purchase price in cash 1t the time of purchase,

Certain shares sold under the Man and induded in this Prospectus were not registered under the

Sccurities Act of 1933 at the Lo of issuance since their sale did not involve a public ofering, a5 such

term is used in Section 4(2) of such Act,

Tax Effects

The purchase of Restricted Shares under the Plan has no immediate income tax consequences to
the Company or an‘employee, unless an employee makes an election to include an amount in gross
Income pursuant to Section 83 of the Intemnal Revenue Code of 1954, as amended (the “Code”). If no
such election is made, upon the Japse or removal of the Company’s right to repurchase the Restricted
Shares at their original purchase price, an employce will recognize ordinary taxable income for
Federal income tax purposes in an amount equal to the excess of the fair market value of the shares
purchased (determined at the time of such lapse or removal} over the purchase price for such shares,
and the Company will be allowed an income tax deduction for compensation expense in the same
amount. Upon the subsequent disposition of the shares by an employee he will recognize long-term or
short-term capita! gain or loss, as the case may be, equal te the dificrence between the amount realized
on such disposition and his basis for the shares, which will generally equal the fair market value of the
shares at the time of the lapse or removal of the Company’s repurchase right. His holding period for
capital gains purposes will commence upon the lapse or removal of the Company'’s repurchase right.

Section 83 of the Code permits an employee to elect, in the year of purchase of Restricted Shares,
to include in his ordinary taxable income the excess of the fair market value of the shares at the time
of purchase (determined without regard to any restriction other than a restriction which by its terms
will never lapse) over the purchase price for such shares. If such an election is made, the Company
will be allowed an income tax deduction for compensation expense in the same amount as js included
in the ordinary taxable income of the employee. If, after such election, these shares are subsequently
repurchased by the Company pursuant to the Company's right to repurchase at their original purchase
price, the employee will not be allowed a deduction with respect to such repurchase. Upon the subse-

a3
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quent disposition of Restricted Shares as to which a Section 83 clection was made, after the Company’s
repurchase right lapses or is removed, an employce will recognize long-term or short-term capital gain
or loss, as the case may be, equal to the difference between the amount realized on such disposition and
his basis for the shares, which will generally equal the fair market value of the shares at the time of
purchase, His holding period for capital gains purposes will commence at the time the shares are
purchased.

Upon the purchase of Unrestricted Shares under the Plan, an employee will recognize ordinary
taxable income for Federal income tax purposes in an amount equal to the excess of the fair market
value of the shares purchased (determined at the time of purchase) over the purchase price for such
shares, and the Company will be allowed an income tax deduction for compensation expense in the
same amount. Upon the subsequent disposition of the shares by an employce he will recognize long-
term or short-term capital gain or loss, as the case may be, equal to the difference between the amount
realized on such disposition and his basis for the shares, which will generally equal the fair market
value of the shares at the time of purchase. His holding period for capital gains purposes will commence
at the time the shares are purchased.

The ordinary taxable income realized by an cmployee upon the lapse or removal of restrictions
on the disposition of Restricted Shares, upon the making of an election pursuant to Section 83 of the

Cq_dc,_or__upon_‘{hc_pur_chase_,ofh Unrestricted Shares under the Plan will /i) if realized in a taxable year

beginning before January 1, 1977, be eligible, under proposed Treasury regulations, for the 509 maxi-
muin rate of tax on “earned taxable income”, and (ii) if realized in a taxable year beginning after
December 31, 1976, be eligible, under the Tax Reform Act of 1976, for.the 50% maximum rate of tax
on “personal service income”, - - o . :

The above discussion of certain relevant Federal income tax provisions is a summary only and

reference is made to the Internal Revenue Code of 1954, as amended, and the applicable regulations

¢ thereunder for a complete statement of all relevant Federal tax provisions. It is recommerded that

employees consult their tax advisers before purchase or disposition of any shares. |

FINANCIAL STATEMENTS — EXPERTS

TheAﬁnancialbst‘atements of the Co‘mpanj included in this I"rospécﬁxs, éxcludihg the Nine Months

(Unaudited) Consolidated Financial Statements, have been examined by Haskins & Sells, independent

certified public accountants, as stated in their opinion appearing herein ard have been so included in".
/. reliance upon snch opinion given upon their avthority as experts in accounting and- auditing,

5947 B
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
GAF CorrORATION:

We have examined the consolidated balance sheet of GAF Corporation and its consolidated sub-
sidiaries as of December 31, 1975 and 1974, and the related consolidated statements of income, stock-
holders’ equity and changes in financial position for the five years ended December 31, 1975. Our
examination was made in accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing procedures as we consiclered
necessary in the circumstances.

In our opinion, such financial statements present fairly the financial position of the companies at
December 31, 1975 and 1974 and the results of their operations and the changes in their financial
position for the five years ended December 31, 1975, in conformity with generally accepted accounting
principles which have been applied on a consistent basis after restatement for the change, with which
we concur, in the method of accounting for foreign currency translation described in Note B and
except for the changes, with which we concur, in methods of accounting for certain inventories and of
determining income before extraordinary items a: described in Notes C and H to the Consolidated

metllodfbf accounting for the investment tax credit as described in Note 1 to the Consolidated Financial
_ Statemcnts. \

f Haskis & SELLS
i ' :

New _Y;ork, New York
February 6,1976

A

Statemgut—oE-'Income,»-andJor--the—change- made-as-of January-1,.1971, with which we. concur, in_the

SRR

T
L
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CAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

ASSETS
December 31, :
(Note B)
Dollars in Thousands
CURRER .  ASSETS :
Cash oo $ 8448 $ 15,072 _
Marketable securities, at cost which approximates quoted market value .. ... ... 4,175 163 i
Accourts receivable — trade, less allowance for doubtful accounts — 1975, i
$4,908,000; 1974, $3902,000 . ........ ... ... 151,233 153,965 :
Accounts receivable —other ........... .. ... 10,159 7,983
Inventories (Notes 1 and C) :
Finished g00dS ... ........oo. i 106,180 105,647
46,329 43,048
78,432 99,865 B T
230,941 249,460
8523 - 85%
; 41,479 500 =
| PROPERTY, PLANT AND EQUIPMENT AT COST (Notes 1 and 4) :
' Land and land improvements ...............oveuiieiaiii 15,083 14,724
¢ Duildings and building equipment .......................... e, 104,585 100,867
} "Machinery and equIpment ... ... .. ... ieeieiiiea e 270,839 255,048
Constrisction i PFOBTESS ...............everriieeannrreisn, e 17078 21,143
Total property, plant and equipment ............................ 407,383 - 301,762
Less accumulated depreciation ..............00..... ST 163,815 160,140
Pr,f:fpeﬂ)', plant and equipment — net ‘ ' 243,568 231,642
OTHER ASSETS v .
Cost in excess of net assels acquired (Note 1) ...\..0ouie. i 34790 34,908
" Other inv\e'ls.tments and advances {Notes 3 and A) ‘ §,153 2,207
Other assets ........eoveeiiriinnnnis TR SO P 7.;5"; 7,443 5332 -
Total other assets .................... i, 50,386 12,00
TOTAL ASSETS ........... R SR U TP Lo §105.433 $700,449
. See Notes to Consolidated Financial Statements,
i Alphabetic note references are to the Notes to Consolidated -
e | Statement of Income included elsewhere in this Prospectus.
: 38
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

LIABILITIES
December 31,
1% 1074
{Note B) B
Dollars in Thousands :
CURRENT LIABILITIES
Notes pasable (Note 6) ;
BaNKS .+ ottt e e $ 11,31 $ 13,368 s
Commercial paper . —_ 8,240 !
OHRET o veve et e et ee e e 10,380 12,823 g
Current portion of long-term debt (Note 6) 27,683 5243 B
Accounts payable i
b U T T 42,829 39,225
[0 1T PP 4,187 3,00L 5
Accrued liabilities :
Payroll ..o , 3,17 3,708 :
Retirement plan PRI 9,879 6,801
Other taxes .......covvvviveinannes 5,412 4,078
Interest 1,172 1,645
" Other 20,893 24,021
United States and foreign income taxes 8,071 10,444
Total current liabilities 143,851 130,887
LONG-TERM DEBT LESS CURRENT PORTION {Note 6) 139,168 18L,173 -
DEFERRED CREDITS
Deferred income taxes (Notes 1, 5 and ]) 35,231 31,884
Deferred investment tax credit (Note 1) . ) 3,728 . 4,298
Total deferred credits .. ... SR 38,957 36,182
OTHER LIABILITIES ... ..ottt iiiiineisiiiien s eanetsineasans 4,628 3,619
COMMITMENTS AND CONTINGENT LIABILITIES (Note 12)
" STOCKHOLDERS' EQUITY
Preferred Stock, $1 F“ value; authorized 6, 000000 shares; $1.20 convertible series; ‘
issued — 1975, 3,105,708 shares; 1974, 3,1 411 shares, xzt assigned value of $1.25
per share (llquldauon value 1975, §83, 306,000) (Note 7) ..... .. e 3,882 3,882
Common Stock, $1 value; authorized 95,000,000 shares;  issued i
13,764,090 shﬂras, 1974, 13, 763 ,715 shares (Nole 73 13,764 13,764
Addxuonal paid-m capital ........ . 53,151 52,791
Retained earnings .........- i i ieeieeeeieaiaen 313,518 293,108 SRR
Total 1o e s O 384,343 363,545
Less stock held in treasury, at cost: . ) . ; S
Common — 1975, 534,049 shares; 1874, 620,949 shares ........ eereiresenas 4,380 . 5,025
Preferred — 1975, 76,400 shares; 1974, 76,400 shares ........ Sl 932 932
_Total stockholders’ equity (Note 6) ...\ 0iveeeeineeiiiine. 379,031 357,588
"TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY ..... $705,433 $709,449

See Notes to Consohdated Financial Statements.

Alphabehc note referenoes are to the Notes to Consolidated’
Statement of Income included elsewhere in this Prospectus.
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

Year Ended December 31,

s wH o wm wm
(Note B)  (NoteB)
Dollars in Thousands
Funds Provided
From operations:
Income hefore extraordinary items .......... $30946  $ 28517 $ 31819  $ 27,706  $ 21,907
Charges (credits) not affecting working capital:
Depreciation ................ ... ..., 25,026 24,212 23,200 25400 24,550
Deferred income taxes (noncurrent por-
ton) ....covi 3,347 1,351 1,769 2,847 2,462
Gain on reacquisition of 5% convertible
[ —_ (5,523) {6,359) — —_
Office relocation exp { Tent
portion) (Note G) ................. 369 1,858 —_ — —_
Translation losses (gains) ( rent 7
portlon) L T - 840 4255 Ls0) . = _
‘§ ) Phase-out of Linden dyestuff manufactur- " . .
- fng(Note H) ...................... _ - 5042 L o—- -
Other ..voeeriniiinieii i 459 92 590 _(382) (62)
" Funds provided from operations ex- . ; o | )
clusive of extracrdinary ftems ..., 60,787 54,762 55,811 55,571 48,857
Extraordinary ftems ......... A SO - — - - (8433)
Charges (credits) included in extraordinary ' : : ‘
items not affecting working capital: _ : :
Net book value of facilities sold ........ - — - —_ 23,301
Deferred income tazes {noncurrent por- ' :
o tion) ..... P — L —_ — (3,313}
T Unamortized deferred investment tax credit — — = - (804)
R ) Funds provided from ertraordinary : . - . :
Bems ...l —y_— - ~ _w751
Funds provided from cperations ... . 60,787 . 54,762 55811 55,571 59,608
Issuance of long-term debt ............ o 1072 65880 SIS0 . — 15000 5
Property, plant and equipment dispositions ... 803 4643 2,395 2,321 L100
B * Proceeds from exercise of stock options and sale : L i C
e of restricted stock to key employees . ... 7 580 o1 ] 1,039 641
Other ©............. el veenieans (2.030) - 560 210 (824) ~_(2557)
Total ................. ... 61212 8195072 - $116618 $ 58107  § 73792

(Consolidated Statement of Changes in Financial Position és continued on the\follawi:ng page) . B
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION — (Continued)

Year Ended December 31,
108 1074 1973 1072 1971
{NoteB)  (Note B)
Dollars in Thousands
Funds Applied
Additions to property, plant and equipment ..  $ 37,995 $ 39,288  $25933  $20022 820,939
Cash dividends . ..........co...ooL L. 10,508 9,923 9452 9,231 9,246
Reacquisition of $18,500,000 and $23,200,000
principal amount of 5% convertible notes less
related gains of $5,523,000 and $6,359,000 in
1974 and 1972, respectively ,.......... ... - 12,977 16,841 — —_
Other reductions in long-term debt ... ... 42,505 8,278 18,780 18,161 18,121
Investment in jnint venture company {Note A) 6,549 — — — —
Acquisitions of common stock for treasury . . .. 120 3,718 2,434 668 54
Acquisition of preferred stock for treasury . . - 932 — — —
Net assets, excluding working capital, of busi-
nesses purchased - - - — 16,513
Total 97,677 73,116 73,440 55,082 73,873
Increase (Decrease) in Working Capital (including
$545,000 in 1971 arising from purchases of busi-
NESSES) ... .. R {36,465) 52,856 43,178 3,025 (81)
Working-Capital,-January-1-s- - ——-304,293 251,437 208,259 - 205,234 205,315
Working Capital, December 31 ... ............ $267,828 $304,203  $251,437

Increase (decrease) in current assets:

$ (2012)

ANALYSIS OF CHANGES IN WORKING CAPITAL

M0 i

' Cash and marketable securities ............. $ 1185 $(5769) ¢ 2801 § 3131
Accounts Tecefvable —trade ... .. PR T (282) 3,202 14,034 11,919 12,775 .
Accounts recelvable —other ... ... ... ... A X[ 1,074 1,658 - (5,708) 1,184
Inventories ... .. S S - (18,519) 66,592 11,358 15,108 9,408
3 Prepaid expenses ... ..o . (2014) (839) 2,372 (2,695) 2,028
1 , : : ' (23,701) 71214 93,653 21,313° - 29,218
; Increase (decrease) in current liabilities: ) : »
' Notes payable ................ s (10,677) 4997 (13,808). 20,469 6,105
‘ Current portion of long-termdebt ........... - 22440 4350 (14,495) - (2,819) 5790 R
Accounts payable ..............o..... 4,700 (1,533) 4,844 5,167 2,195 L
| Accrued liabilities ... . ... ... i L. 614 8o 4,340 1183 ° 7,741 PR
United States and foreiga income taxes ... . (4,2373) 2,318 (408) _ (5712) ~ 7468
PEEE - 12764 18358  (19,525) _ 18288 - 29,967
S Increase (decrease) in working capital ... ... ... $(36465) $52858 $43178 $ 3025 § (81)
i See Notes to Consolidated Financial Statements.
; 1 Alphabetic note references are to the Notes to Consolidated
ok - : Statement of Income included elsewhere in this Prospectus.
. % 4
T A ’
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GAF CORFORATION AND CONSOLIDATED SUBSIDIARIES

Balance, January 1, 1971
Net income ............. .,
Cash dividends:
Preferred  stock -— $1.20
per share .....
Common stock — 3 40 pcr
share ..
Stock options exm‘ised ......
Issuance of shares under an
incentive compensation plan
assumed by the Company .
Issuance of restricted shares uf
common stock under Slm.-k
Purchasc Plan .
Caonversion of preferred stod:
Purchase. of treasury shares

e AR

. Amortization of excess

CONSOLIDATED STATEMENT OF STOCKIOLDERS' EQUITY
For the Five Years Ended December 31, 1975

Common
Stock
$1 Par Value
Number of Additional

Assigned  Shares Paid In
Value Issued Capital

3,163,071 $3,954000 13,508,828 $50,038,000

Preferred Stock

Number of
Shares
Issued

Retained
Earnings

$229,444,000
13,474,000

(3,802,000)

{5,444,000)
3,700

172,000
5,000

14,000
1312

61,000

(1,050) (1,000}

Treasury Stock

Number of

Pre.
ferred

—

Shares
Com.
mon

5000 $

Sale of treasury shares
Amortization  of excess ' of
quoted market value over ag-
gregate sales price of re-
stricted shares sold under the
g;ock Purchase Plan - (

Balance, December 31, 1971
Net income -,

Stock optwns exercised . .. ...
Issuance of shares” under- an
incentive compensation plm
assumed by the Company ..
Conversion of preferred stock .
Purchase of treasury shares

Note -

254,000

700

10,000 ————54,000
(5,000} (27,000

3,170,104 $3,082,000 13,617,840 $50,550,000 $233,672,000

27,708,000

(3,759,000)

. (5,472,000)
2,815 - 4,000 - 57,750 977,000 °

. 582
{69,393)

1,000
(87,000)

13,000
86,738

Immnwuftreasuryshnrainb.

connection with. an acquisi-
ton .......iiieee e,
of
quoie? mu}cet Vl:ig ovefr ag-
gregate es ot re-
stricted sﬁ:m xgld under the
Si)uck Purchase Plan  {Note
Olhgr'...‘...-::.‘:.-:;;........:
Balance, December 31, 1972 |

180,000
49,000

10,000 $ 54,000

250 663000

(17,281)

3,104,108 $3,880, 000 13 762,328 $51, 769 000 5252,147000

36209 § 295,000

. {Censolidated Slatemmt of Stockholders’ Equity is conﬁnued on the fallowing page)

42

(427,000)
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY — (Continued)

Balance, December 31, 1972 ..
Net income (Note B}
Cash dividends:

Preferred  stock — $1.20
per share . ........ ..
Common stock — $.42 per
share ...

Stk options exercised
Issusnce of shares under an
incentive compcnsahou plan
assumed by the Company .
Conversion of prclerrcd stock .
Purchase of treasury shares .
Issuance of treasury shares in
connection with sales under
the Stock Purchase Plan ...
Issuance of treasury shares in
connection with a prior ac-
quisition .. . ..........

For the Five Years Ended December 31, 1875

Common

Amortization  of _excess of
quo!e;la m:lket vl;]’!m ove{r ag-
ce e~
tritod shares sold under the
Stock Purchase Plln {Note 8)
Balance, December 31, 1973 .
Net income {Note B)
Cash dividerds:
Prefured

............

share
Issuance of  shares under an
incentive compensation plan
assumed by the Company ..
Conversion of preferred stock .
Purchase of treasury shares:

.........

Amortization ‘of _excess of
e
es "price Te-

ﬁg‘é shares sgl d under the

" Stock Purchase Plan {Note B)

Balance, Decembcr 31 1974

Stock T.rensury Stock
Preferred Stack $1 Par Value Number of
Number of Numberof  Additional . Shares
Shares Assigned Shares Paid In Retained Pre.  Com-
Tssued Value Issued _Capital Eamnings  fered  mon Cost
3,104,108 $3,880,000 13,762,326 $51,7G9,000 $252,147,000 — 36,200 $ 295,000
31,819,000
(3,726,000)
(5,726,000}
1,000 9.000
981 1,000 21,000
{80) 100
173.000 2,434,000
(732,000) (119,000) (1,394,000)
1,000 (60) (1,000)
985,000

3,105,009 83881(»0 l3763428 $52,053,000 32;;514000

90,149  $1,334,000

(3,705,000)
“ (6,218,000)
632 1,000 14,000
(230} . 287 .
76,400 ) 932,000
535800 3,718,000
(1,000) (5.000)  (27.000)
. 725000

3105411 33.382.000 13,763,715: 3-!2.'91000 3293108000 76,400 620949 35957000

(Comoildated Slatemem of chlholden Equﬂy i mnﬁnued on thc follotving page)

“ .
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY — (Continue )
For the Five Years Ended December 31, 1675

Stock Treasury Stock
Preferred Stock $1 Par Value Number of
Number of Number of  Additional . Shares

Shares  Assigned  Shares Paid In Retained Pre-  Com-
Issued Value Issued Capital Eamnings  ferred  mon Cost

Balance, December 31, 1974 3,105411 43,882,000 13,763,715 $52,791,000 $203.108,000 76,400 620,949 $5957,000
Net fncome e 30,946,000
Cash dividens:
Plr.fened Slock - $1.20
per share (3,835,000)
Commen Stock 352 pcr
shate . .00, {6,873,000)
Issuance of shares under an
incentive compensatlon plln
assumed by the Company | 593 1,000 13,000
Corversion of preferred stock {300) (1,000) 375
Purchase of treasury shares . 22,000 120,000
Issuance of treasury shares in
connectlon with sales under
the Stock Purchase Plan .. .. (185,000) (105,000) (765,000)
Amortization  of excess of
quoted market value over ag-
gregate sales price of re-
stricted shares sold under the
Slock Purchase Plan (Note

| e———— 532,000
: Bnhncc.Decemberal. 1975 .. 3105706 $3£B2.000 1376400 $53,151,000 $313,546,000 76,400 534949 $5312,000

See Notes to Consolidated Financial Statements

Alphabetic note references are to the Notes to Consohdated
Statement of Income included elsewhere in this Prospectus.
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GAF CORPORATION AND CONSOLIDATED SURBSIDIATIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{ Alphabetic note refercnces are to Notes to the Consolidated Statement of Income
included elsewhere in this Prospectus.)

Note 1. Summary of Significant Accounting Policies

The accounts of all significant subsidiaries of the Company are included in the consolidated finan-
cial stalements.

Translation of Foreign Currencies — Cash, accounts receivables and liabilities of forefgn subsidi-
arjes are translated into U.S, dollars at current exchange rates; all other assets, deferred income taxes
and depreciation are translated at historical rates. Operating accounts, except for depreciation, are trans-
Jated using average exchange rates to approximate the rates in effect when transactions were consum-

mated.
Foreign exchange gains and losss are included in net income for the period in which the exchange
rate changes.

Inventories — Inventories, other than dyestuffs and pigments, are valued at the lower of cost
{principally average) or martket. Effective with the year ended December 31, 1974, dyestuffs and

it

X

2

i

pigments inventories are valued at cost, determined by the last-In; first-out (LIFO ) method,

Property, Plant and Equipment, and Related Depreciation — Expenditures for maintenance and
repairs are charged directly to expense; major replacements and betterments are capitalized and depre-
ciated over the remaining estimated economic lives of the related assets. The cost and related accumu-
lated depreciation of property sold, retired or fully depreciated are removed from the accounts and
any resultant gain or loss is included in current income. )

Depreciation is computed principally on the straight-line method based on the estimated economic
lives of the assets. These lives are subject to annual review and revision to assure that the cost of the
related assets is written off over their economic lives. ‘ :

Cost in Excess of Net Assets Acquired — Cost in excess of net assets acquired in connection with
acquisitions prior to November 1, 1970 is not being arnortized because there has been no diminution
in value; such cost relating to acquisitions made subsequent to October 31, 1070, all of which has
continuing value, is being amortized on the straight-line method over a period of forty years.

. Defemdlnooanamudeedinmmemesaﬁse;fmmrepotﬁngeatnlﬂinoaneandcxpense ,

itemsintheﬁnandal:higmen&iupeﬂodsd!ﬂ'uentfmmtﬁnsein which such amounts are reported
for United States income tax purposes. * \ . : . ' : )

Investment Tax Credit — The Company accounts for investment tax credits arising since January
1, 1971 as a reduction of the provision for United Statss income tax (the flow-through method). Invest-
ment tax credits which arose prior to that date have ieen deferred and are being amortized over the
estimated service lives of the related assets. : ‘ o
Research and Development Costs — Expenditures for research and development are charged to
income as i i : : )

45
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

Note L. Summary of Significant Accounting Folicies — { Continued)

Retirement Plany — The Company and its subsidiaries have several retirement plans covering
substantially ali employees. The Company’s policy is to fund amounts equal te pension costs accred
and, for plans with prior service costs, to amartize such cots over periods not to vaceed forty vears,

Eamings per Share — Primasy carnings per commen share are computed by dividing net income,
less preferred stock dividend requirements, by the weighted average nusmber of shares of common stock
outstanding during the year. The computation assumes the exercise of outstanding stock options to the
extent they are dilutive.

Fully dituted camings per common shiare we computed on the assumption (where the effect
thereof would be dilutive) that convertible securities autstanding had been converted into shares
of common stock. Appropriate adjustinents for dividends oy preferred stock and juterest on convertible
notes (net of income tax effect) are made to carnings applicable to common stock for as-umed con-
versions. The computation also assumies the exercise of all dilutive stock options,

Note 2. Foreign Operations

The consolidated balance sheet includes the fouowing amounts with respect to fomign subsidiaries i)
(all of which are wholly-owned): . '
g
Curent asseds .........ovi i H
Other assets .........
Total assets ........
Current liabilities . ...
Other liabilities ........................ ..
Total labilities .., .......................
Net assets ......... bt et rasaanrarracaane ey \
- The consolidated statement of income includes the following amounts with respect to foreign A
subsidiaries; . \ ‘ » s 4
’ Year eaded December 31, L
1975 . 1ot pemy 1 wn {
Net sales ._...... e eeeveediin... 3135528 S190172 108414 - $78849  $84364 ;
Income before extraordinary #ems ..,............ . § 5248 8§ 521 § 8195 $256 §3,1%8 Y ‘
' ereledd — - - - 1,153 ALK
$ 5248 ¢ 5201 38198 $2576 $4279 ¢ - Y o :
* Restated — See Note B to Consolidated Statement of Incom. 1 .
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GAF CORPORATION AND CONSOLIMAYED SUBSIDIARLZS . -

NOTYS TO CONSOLIDATED FINANCIAL STATEMENTS — (Continved)

Note 3. Acquisitions

Tn March 1971, the Company acquired rcertain photofiniskizg plants and the husiness and assets i
relating thereto fer a net cash purchase price of approximately $15,200,000. The results of operations
of the acquired business, which Jid not significantly affect consolidated revenues’ or net income
for 1971, have been included in the coiisolidated financiaf staiements from the date of acquisition.

o - : In 1972, the Company completed studies (inciuding independent appraisals) o determine he
fair value of certain assets included in the 1971 acquisition and recorded at that time at tentative
values. As a result of these stuies certain reallocations, which did not have a significant cltect on the
~onsolidated financial statements, of thesc tentative values were made.

The Company’s ownership of an Australian subsidiary, GAF {Austraiasia) Pty. Limited (formerly
~~Consolidated Reprographics; Ltd:); was-increased »to-100%-at- -Decembey-31,-1972-through- cash-pur-— - —

“hases of this subsidiary’s shares of capital stock from minority “stockholders amounting to approx-
imately $156,000 in 197% and $1,472,000 in 1971.

. Mote 4. Px;operty, Plant and Equipment

“The ranges of annual depreciation rates generally were as follows:

e e e e ] < 1

- Lund improvements ..... 0. ueeeiiiiiiieii s 2 %10%
Buildings and building equipment
Machinery and equipment .......... ...

Note 5. lncome Taxes

Pl‘OVllen has “not béen made for the United St'ttes mcome taxes on.unremitted earnings of
foreign subsidiaries of $34,987,600, since  any" wnthholdms taxes and United States income taxes
peable on dividendls based on undistributed. earnings. would be substantially offset by foreign tax
créits or because the remittance of suci. earnings has been indefinitely postponed. United States
income taxes have not been provided on the unremitted earnings of the Domestic International Sales
Corporation subsidiary aggregating $7,758,000 throtigh December 31, 1975, since the Company intends
to postpone 'ndeﬁmlely the remittance of such earnings. .

The prmmpal sources of Umted States deferred taxes are:

\
I
:

i
i
£
¢
f

.. Dollars in Thousands

- Excess of tax_depreciation’ over nmonnt reported “in Consolulated B
btalementoflnwme...,...4...‘..‘.“‘.....A............ii $2,614 . $2,207

. Gain on reacquisition of 5% convertible notes . — 2,714
Foreign exchange transactions (Note B) . {730} {2,497)
Office relocation expenses’ v.......o... FRNTPP 87 (1,352} i
“OMhEr — Bt 1.t s i R 952 a9 ;
. . W $(755) - f
- o R
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CGAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — ( Continued)

Note 5. Income Taxes —— (Continued)

The effective tax rates were 33.5% and 42.4% in 1975 and 1974, respectively. The reasons for the
differences from the statutory rate of 48.0% are as follows:

.. %of PretaxIncome
s 17 :
Statutory rate ... ... 48.0 % 48.0 7 :
I (d ) in taxes resulting from:
Gain on sale of technology and kmow-how .................. (8.6) —_
United States fnvestment tax credit (7.5) (4.1)
State and Jocal income taxes, net of United States income tax
benefit ... ... 2.2 2.3
Domestic International Sales Corporation ~ DISC (2.9) {1.8)
. Other — net 2.3 {2.0)
i Effective tex rate 335 % 424 %
g Note 6. Debt and Dividend Restrictions
Long-term debt at December 31, 1975 and 1974 was as follows:
Dollars in Thousands
R : 8%% Swiss Franc Note due October 1, 1976 ..................... $ 10,085 © $ 19,650
o - Promissory Notes, payable to banks, due May 15,1980 ............ 24,000 24,000 Lo s
! S Promissory NotesPpayable to banks, due December 31, 1981 .. ... .. 48,000 60,000 8 IO K
2 5%% Convertible Subardinated Notes due April 1, 1983 with annual Lo
() repayments of $200,000 on each Afrﬂ 1 through 1982 and the bal- . ’
CE ance of $1,800,000 payable April 1, 1983 ..................... 3,200 3,400
Ch 5% Convertible Subordinated Notes due April 1, 1994 with annual \
% repayments beginning April 1, 1990 ................... RETTEIN - 8,200 8,200
5%% Sinking Fund Dehentures due December 1, 1991 with apnyal
". sinking fund payments of $2,500,000 on each December 1, less - i
: $2,889,000 and $1,653,000 in treasury in 1075 and 1974, B B
y respectively ... i e 387,131 40,847 L
g Other notes, which bear interest at 3%% to 9% end mature at various
B dates t0 JOBB .. ... i e e R 30,319 i
o Total ... . U e 186,416 i
g Lesspprﬁonduewithinoneyear..., 5,24»3‘_ v
Long-term debt, less current portion $181,173
: ; The promissory notes due in 1980 bear interest at 122% of the prime commercial lending rate
through May 15, 1978 and 128% of such rate thereafter. Qutstanding borrowings at December 31, 1975
¢ are repayable in quarterly installments commencing in 1976, :
{ .
8 - : {
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 6. Debt and Dividend Restrictions — (Continued)

The promissory notes due in 1981 bear interest at 115% of the prime commercial lending rate.
Outstanding borrowings at December 31, 1976 are repayable in quarterly installments commencing
in 1978. Pursuant to amangements in connection with these notes, a compensating balance of 10%
($4,800,000 >+ December 31, 1975) of the outstanding debt is to be maintained.

The 5%% convertible subordinated notes are convertible into shares of common stock, at any time
prior to April 2, 1976, at a conversion price of $28.72 per share (subject to anti-dilution adjustments
in specified circumstances).

The 5% convertible subordinated notes are convertible into shares of commnn stock, at any time,
at a conversion price of $27.50 per share (subject to anti-dilution adjustments in specified circum-
stances).

The total amount of long-term debt maturing in 1977 is $10,179,000, in 1578, $23,389,000, in 1979,
$23,399,000, and in 1980, $19,178,000. The 5%% Sinking Fund Debenture, held in treasury may be
used to reduce the amount of the annual sinking fund payments. None of the long-term debt is pledged,

$2,869,000 and $1,653,000 of the 5%9% Sinking Fund Debentures held in treasury at December 31,
1975 and December 31, 1974, respectively. :

At December 31, 1975, the Company had domestic lines of credit aggregating 852,500,000 with
interest generally at the prime commercial lending rate, Pursuant to certain of the domestic arrange-
ments under which lines of credit were established, compensating balances are generally re«;uired to
equal 29% of the outstanding borrowings and 10% of the unused portion of the lines. of credit. At
December 31, 1975, there were no borrowings in connection with the lines of credit and compensating
balances amounted to approximately $4,250,000.

Dividends are restricted under provisions of certain loan agreements. Under the most restrictive
of these provisions, stockholders™ equity cannot be s:duced below $348,214,000. Stockholders’ equity
at December 31, 1975 was $379,031,000,

 Short-term debt at December 31, 1975 was $21,754,000 as compared with an average of $36,177,000
for the year 1975; the maximum amount of such borrowings outstanding at any month-end during
1975 was $53,808,000. The average interest rate on the year-end balance was 8.0% as compared with

. an average of 8.3% for the full year. :

Note 7. - Capital Stock

The $1.20 convertible preferred stock, dividends on which are cumulative, is convertible at'any
time into common stock at the rate (subject to anti-dilution adjustments in certain circumstances) of
1% shares of common stock for each share of preferred. The Company may redeem the preferred stock
at specified prices ranging from $28.50 per share through May 31, 1976 to $27.50 per share after May
31, 1977 (subject to anti-dilution adjustments in specified circumstances).

49
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 7. Capital Stock — (Continued)

The voluntary or involuntary liquidation vaiue of the 3,029,306 outstanding shares (3,105,706
shares issued less 76,400 shares held in treasury) of $1.20 convertible preferred stock at December 31,
1975, aggregating $83,306,000, exceeds the assigned value by $26.25 per share, or a total of $79,519,000.
In the opinion of couysel for the Company, retained eamings are not restricted as to payment of divi-
dends on common stock by reason of the liquidation preferences of the $1.20 convertible preferred
stock.

The number of shares of the Company’s capital stock reserved for issuance at December 31, 1975
and 1974 were as follows:

1975 1974
$1.20 Convertible Preferred Stock:

Reserved for payment of deferred stock awards under an incentive com-
pensation plan assumed by the Company ........................ 921 1,516

Common Stock:
Reserved for conversion of $1.20 Convertible Preferred Stock, including

1,151 and 1,895 shares, respectively, for deferred stock awards . .. .. . 3,787,784 3,788,159
Reserved for exercise of stock options .. ....... ... .. .. ... . . .. .. 1,112,500 509,750
Reserved for conversion of 5%% Convertible Subordinated Notes . . . . .. 111,420 118,384
Reserved for conversion of 5% Convertible Subordinated Notes . ... ... . 298,182 298,182

e o e i+ 1

None of the shares outstanding is helu-by or for the account of the issuer thereof and no shares,
other than stated above, are reserved for officers and employees or for options, warrants, conversions,
or other rights, -

Note 8, Stock Option and Stock Purchase Plans

The 1975 Stock Option Plan (the “1975 Plan”) ‘authorizes the grant of qualified and non-qualified
stock options for 800,000 shares to key employees during a ten-year period ending February 11, 1985.
The prices at which options may be granted nixy not be less than 100% of the fair market value of the
shares on the dates the options are granted, '

Subsequent to approval of the 1975 Plan by the holders of approximately 80% of the stozk voting
at the 1975 Annual Meeting of Stockholders (approximately 48.5% of the outstanding shares of voting
stock), the Internal Revenue Service issued a ruling with retroactive application requiring approval by
more than 50% of the outstanding voting stock for the 1975 Plan to be treated as a “qualified” plan.
Accordingly, the 1975 Plan is being resubmitted to stockholders at-the 1976 Annual Meeting for
approval as a qualified and non-qualified stock option plan in accordance with the requirements of
the Internal Revenue Service and for approval as a non-qualified plan only. No opliou, lave veen
granted under the 1975 Plan, and none will be granted unless the 1975 Plan is approved by the
stockholders at the 1976 Annual Meeting.

The Company’s 1965 Qualified Stock Option Plan (the “1965 Plan”) expired on M ;.lrch‘.‘}l, 1975.

Under the provisions of the 1965 Plan, options to purchase shares of common stock v« granted to .~
key employees during a ten-year period. No further options may be granted under the ;53 Plan. The

50

Reserved for sale under the Stock Purchase Plan . . 311,200 397,200
5,621,086 ——5,11 1,675~
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 8. Stock Option and Stock Purchase Plans — (Continued)

prices at which options were granted were not less than 100% of the fair market value of the shares
on the dates the optiors were granted. The options are exercisable after a one-year waiting period and
terminate five years from date of grant.

Options outstanding by year of grant at December 31, 1975 and 1974 were as follows:

1975 1974

Year of Option Price Number of Total Number of Total
Grant Per Share Shares Option Price Shares Option Price
1970 ... §10.1875-11.000 — § - 8,300 $ 86,000
1872 .. 20.875 37,500 783,000 41,500 866,000
1973 .o 12.687 68,500 869,000 74,250 942,000
1974 ... oo 9.500 46,000 437,000 54,000 513,000

1975 .. e 9.69 160,500 1,555,000 — —
312,500 $3,644,000 178,050 $2,407,000

At December 31, 1975 and 1974 there were 800,000 and 331,700 shares, respectively, of common
-~ stock reserved for the granting of additional options.

ez k Common Stock options became exercisable as follows:

lr' Market Price on Date
Number of Option Price First Exercisable
! _Shares  PerShare Total Per Sharo Toul
§ 31,000 $10.1875-11.000 $ 319,000 $19.687-19.837 $ 611,000
« 68,000 20875 -23.475 1,445,000 10.937-11.562 750,000
3 74,250 12.687 942,000 8.687 645,000
: 54,000 950 - 513,000 10.125 547,000
Common stock options exercised were as follows:
? Year . Market Price on
4 Ended Number of Option Price Date Exercised
g December 31, Shares Per Share Total Per Share Total
] -

B z 1971 o 3,700 $10.1875-17.313 $ 45,000 $10.75 -24.625 $ 80,000 i )

. 072 . 57750 . 10.1875-25.375 997,000 21.125-27.00 1,434,000 b
ok 1000 101875 * 10,000 14.812-21.1875 18,000 v
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — {Continued)

Note 8. Stock Option and Stock Purchase Plans — (Continued )

$1.20 Convertible Preferred Stock options exercised were as follows:

Year 3 . Market Pric_e on
Ended Number of Option Price Date Exercised
December 31, Shares Per Share Total Per Share Total
1971 . .l 7,840 $13.500-18.375 $ 140,000 $21.000-30.750 $ 178,000
1972 ...l 2,815 13.500-17.750 42,000 28,125-32.000 86,000
1973 ..., —_ — —_ - —
1974 . —_ — — — -
1975 ..o — _

The proceeds rom stock options excicised were credited to the preferred and common stock
accounts in the amount of the assigned or par values of the respective shnres issued, and the excess
was credited to additional paid-in capital.

Under the provisions of the Company’s 1969 restricted and unrestricted stock purchase plan,
650,000 shares of common stock may be sold to key employees. The stock purchase plan as originally

.—adopted provided that restricted and unrestricted shares may be sold at prices which are not less.than

20% and 80%, respectively, of the closing market price preceding the date on which an employee is
designated as one to whom shares may be offered for sale. The minimum purchase price of restricted
shares under the stock purchase plan was raised from 20% to 50% of such market price in accordance
with a court-approved settlement terminating certain stockholders’ derivative litigation. The excess of
quoted market value over the aggregate sales price for restricted shares sold is being amortized by
charges to income over the restriction period, The unamortized balance to be amortized through 1984
amounted to §1,150,000 and $1,316,000 at December 31, 1975 and 1974, respectively. Under certain
conditions, the Company has the right to repurchase restricted shares of common stock at the original
selling price. These repurchased shares are held in treasury.

Note 9. Retirement Plans

The following is 4 summary of pension costs:
1975 : el $1L,797,000
1974 ., : y 9,282,000

1973 .. : . 6777000
1972 k. :
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GAF CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 9. Retirement Plans — (Continued )

The actuarially computed value of vested henefits exceeded the total of pension funds and acerued
liabilities for pension costs by $53,200,000 at December 31, 1975. The estimated unfunded prior service
cost at December 31, 1975 was $58,800,000. The Comnpany does not anticipate any significant increase
in the required contributions to the pension funds as a result of the 1974 pension reform act. How-
ever, under the act, the Company is liable in the event of termination of plans for any guaranteed
benefits (as defined by the act) in excess of the plans’ net assets, limited to 30% of the Company’s net
worth at the time of termination. Such liability for guaranteed benefits at December 31, 1975 is not
readily determinable, but would be less than the unfunded vested benefits at that date. Following the
gencral increase in security prices during 1975, the market value of the funds increased substantially.

Note 10. Executive Incentive Compensation

The Company has an Exccutive Incentive Compensation Plan that provides for bonuses to key
exceutives of the Company based on consolidated net income (as defined). The provision for such
honuses was as follows:

Year Amount
' 1599000
- 2,973,000
: 1,754,000
- oy 1,624,000
|
) {
i :
i Note i), Supplementary Income Statement Information
g The following *able summarizes supplementary income statement information for the five years 4
¥ ended December 31, 1975. i
o Charged to Cosis and Expenscs 1
3 For the Year Ended Decomber 31, i ‘
: ws s wm o el P
: oy ; 'Dollars in Thousands i
: Maintenanee aqd repaits ... TR ooSI704 $41344 60T $34050  $33823 é
- Depreciation of property, plaut and equipment ......... © 95026 24212 .23200. 25400 24,550 L
¥ Taxes, other than laves on income: S : S e ?
. el Sacial Security and unemployment ...........o.. 16550 15388 - 14520 12415 9385 ,4
et R A R 00 TSR S P S PP Co79M7 1738 7,430 7,173 6650
LT e Rent «.overeensieeeoinaunas FORERTOUI U 14607 14532 14052 13263 12022 - ?
T R B A %« . . ! S b1}

o
&
N

&
-

'
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GAF COREORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO ©(NSOLIDATED FINANCIAL STATEMENTS — ( Continued)

Note 11. Supplementary Income Statement Informatjon — (Continued)

Approximately 40% of rent expense is applicable to noncapitalized financing leases (as defined
by the Securities and Exchange Commission ). If the assets associated with such leases had been capital-
ized, the effect on net income would not have been significant in either 1975 or 1974. However, in such
event, the expense presently recorded as rent would be comprised of two differcnt elements (i.e. amorti-

zation of leaseholds and imputed interest). The amortization would represent the major portion of
this expense.

Note 12.  Commitments and Contingent Liabilities

The Company is obligated under various long-term, noncancelable leases at December 31, 1975

as follows:
Minimum Rental by Period
lJIn‘d :lnd Buildh:’;_s and Mad;i:ery

Improvements _ Emupiest  Equpaent Total

Dollars in Thousands
$ 36 $ 4534 $4,569 $ 9,139
32 4,287 1,864 6,283

2 39131318 5

k ) a7 3,515 665 4211
37 3,358 344 3,737
183 16,589 407 17,179
154 11,115 196 11,465
5 8275 —_ 8,280
10 3,389 — 3,399

The above amounts are for existing leases and do not represent a forecast of future expenses.

Approximately 80% of all rental commitments are applicable to noncapitalized financing leases.
The present value of commitments applicable to these leases is less than fve percent of the sum of
 long-term debt, stockholders’ equity and the present value of such leases.

The Company had commitrents of approximately $12,565,000 at December 31, 1975 for the
acquisition of property, plant and equipment.

At December 31, 1975, there were certain lawsuits and claims pending against the Company. In
the opinion of management, the ultimate disposition of these matters will not materially affect the
Company’s consolidated financial position. ) C :

BYvpp—
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